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Ottawa, Ontario, 
Wednesday, July llth, 1962. 


--- At 8.45 A.M. the hearing commenced. 


SUBMISSION OF THE INVESTMENT DEALERS ' 


ASSOCIATION OF CANADA 


APPEARANCES 
Mr. D. S. Beatty - President; The Toavestinent 
Dealers' Association of ‘Canada. . 
Mr. Gerald D. Sutton, - Nesbitt, Thomson and Company 
Limited 
Mr. Andre Leman - Geoffrion,Robert & Gelinas Co 


(Substituting for Mr. F. L. 
Glasgow, Royal Securities 
Corporation Limited) 


Mr. Clark Kinnear | - W. C. Pitfield & Company Limited 


Mr. Harry L. Gassard - General Manager, The Investment 
: | Dealers' Association of Canad 


Mr. William Harris ee Harris & Partners Limited 


Mr. Noel Fowler - James Richardson & Sons 
(Substituting for Mr. N, J. 
Alexander, James Richardson 
& Sons) | 


oe 


Mr. J.G.K. Strathy - Dominion Securities Corporation 
Limited (Substituting for Mr. 
T.P.N. Jaffray, Dominion _ 
Securities Corporation Limite 


Mr. Alec Adamson - Clarkson Gordon & Co. 

Mr. D. Bruce Shaw Pa Ass E. Ames & Co. Limited 

Mr. Edward H. Ely = Wood, Gundy & Company Limited 

Mr. Grahame Johnson, - L. G. Beaubien & Co. Limited | 

Mr. Arthur J. Milner - Mills, Spence & Co. Limited 

Mr. Roland B. Dodwell - Secretary, The Investment Dealers' 


Association Brief Committee 


Mr. George Cretzianu - Greenshields Incorporated 
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Mr. Murray D. Cox - Anderson & Company Limited 
Mr. Howard W. Hunter - Burns Bros. & Denton Limited 
Mr. R. W. Wadds - McLeod, Young, Weir & Company 


Limited 


THE CHAIRMAN: Call the meeting to order. 
This morning penne a submission from The 
Investment Dealers' Association. We have all read the 
brief that has been filed with us and some, at least, 
nor. the supplementary material which has been supplied 
from time to time and I wish on behalf of the Commission 
to express our appreciation for the brief and the manner 
in which it has been prepared. It is quite obvious that 
a tremendous amount of thought and a great deal of work 
has been put into this submission and we find it very 
helpful indeed as it applies to the various matters 
Which are of interest to us. 
| I would expect that it will result in quite 
a lengthy discussion throughout today and possibly to- 
morrow so: that we may now proceed, 
Mr. Milner? 
MR. MILNER: Thank you, Mr. Chairman and 
members of the Royal Commission. | 
In preparing its brief to the Royal Commission 
on Banking and Finance, The Investment Dealers' 
Association of Canada has endeavoured to concentrate its 
attention on matters which it considers to be of national 
importance. The recommendations and suggestions derived 


from its investigations are confined solely to matters whidh 
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it feels to be in the best interests of plat 

A complete list of the draft recommendations 
of all committees was distributed to each member firm 
and the draft summary, together with the supporting 
evidence, was also made available to members. All 
members were invited to attend a two-day meeting commencing 
on May 7th, 1962 to consider these recommendations. This 
meeting was attended by some 80 members and resulted in 
Pe iainating. re-writing and adding recommendations. 

As you can see from the brief there were 
some changes made where we deleted certain paragraphs. 

As a result of this, we feel that the 

per omrendats one of this brief truly represent the thinkin 
and opinion, but not necessarily unanimous, of members 
from coast to coast. 

To clarify the Association's recommendations, 
I would like to point out to the Commission the 
distinction that is intended between the three types 
of expression used. Where a recommendation is definite, 
the form "that something be done" is used. Where a 
Suggestion is being advanced to the Commission, the form 
"that the Commission consider" is used. Where, ae: 
to lack of sufficient knowledge or evidence, the 
Association has not felt itself competent to recommend 
or suggest action on a subject considered worthy of being 
brought to the Commission's attention, the form “that the 
Commission examine" has been used. 

Several matters have come up for discussion 
that appeared to relate primarily to the internal operations 


of the Association or to its relations with other financial 
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associations. These matters have been intentionally left 

out of the brief because, in our opinion, they were 

family problems capable of solution by co-operative action. 
This brief has been prepared on a committee basis 

and although the changing of the hearing from September 

to July has made it impossible for some of our committee 

chairmen to be present, we are fortunate in having most 

of them here. If it is agreeable to the Commission, I 

would prefer that the questions be addressed to myself 

and then r will be in a position to refer them, where neces- 

sary, to the member of my committee who is ina position 

to speak most competently on the subject concerned. 
May I take this opportunity of introducing 

the chairmen of the various committees who are with me 

today. 

Mr. D. S. Beatty, President, The Investment Dealers ' 
Association of Canada 

Mr. Roland B. Dodwell, who has acted as.Secretary to The 
Investment Dealers! Association Brief Committee 

Mr. Harry L. Gassard, General Manager, The Investment 
Dealers' Association of Canada 

‘Mr. Alec Adamson, Clarkson Gordon & Company, an Associatign 
Auditor whose firm compiled the statistical 
data as to sales, etc. 

Mr. Edward H. Ely, Wood, Gundy & Company Limited - and 

Mr. R. W.Wadds, McLeod, Young, Weir & Company Limited - 
Finance Department and Federal and Provincial 
Finance 

Mr. Murray D. Cox, Anderson & Company Limited -- Bank of 
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Mr. Grahame Johnson, L. G. Beaubien & Co. Limited -- 
Municipal Finance 
Mr. Gerald D. Sutton, Nesbitt, Thomson and Company Limited -- 
Corporation Finance and Legislation 
Mr. Howard W. Hunter, Burns Bros. & Denton Limited -- 
spteoster punts Bond Market 
Mr. William Harris, Harris & Partners Limited -- Short 
Term Money Market 
Mr. D. Bruce Shaw, A. E. Ames & Co. Limited --Chartered 
Banks and "Near Banks" 
Mr. Clark Kinnear, W. C. Pitfield & Company Limited -- 
Retailing Stocks and Bonds and Risk Capital 
Mr. George Cretzianu, Greenshields Incorporated -- 
Stock Business 
Mr. Noel Fowler of James Richardson & Sons, Substituting 
for Mr. N. J.Alexander of James Richardson & 
Sons -- Mutual Funds 
Mr. Andre Leman, Geoffrion, Robert & Gelinas Co. -- 
| Substituting for Mr. F. L. Glasgow, Royal 
| Securities Corporation Limited -- Financing 
Small Business 
Mr. J. G. K. Strathy, Dominion Securities Corporation 
| Limited, Substituting for Mr. T. P. N. Jaffray 
Dominion Securities Corporation Limited -- 
Taxation 
Unfortunately, Mr.Harold Robertson, Mills, Spence & Co. 
Limited fy Non-Resident Investment -- is unable to be wit 
us today. | 
| That is the panel we have with us today, 


Mr. Chairman. 
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THE CHAIRMAN: Thank you. That ts all you 
wish to submit at the moment? 

MR. MILNER: That is all. 

THE CHAIRMAN: So that we may now proceed 
with the questions. 

COMMISSIONER LEMAN: Mr. Chairman -- by the 
way, sometimes we have heard, depending on the acoustics 
of the room, that some of the people in the audience 
cannot hear very well so I think we will all have to 
make sure that our voices are raised high enough so 
that everyone can hear us. If anyone at any time does 
not hear any one of us, and particularly me, please 
raise your hand and I will make sure to raise my voice. 

Your erereeeine brief from the beginning 
gives us a good history of the industry and while we 
might all think that we know what an investment dealer 
is, I wonder if it would be possible for the record 
to have a short catechism type of definition of what 
is an investment dealer and what his main functions are 
and wrat good he does for the economy. Could you 
supply us with a broad definition? 

MR. MILNER: I think, Mr. Leman, I will have 
Mr. Gassard, our Association Managing Director, answer 
that. 

MR. GASSARD: Mr. Commissioner, I would say 
that the investment dealer is primarily a merchant who 
performs both the function of an agent and the function 
of a principal and in performing these functions he 


plays a role in mobilizing capital and we have to direct 
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it into socially and economically approved projects. 
In Behe woeaa | he is a mechanism for moving capital 
about. He also plays a role in the decisions that 
result in the application of capital under our market 
system. 

COMMISSIONER LEMAN: Does that contain all 
the basic distinctions that characterize the industry? 
There are other types of institutions who do that too, 
are there not? 

MR. MILNER: Well, Mr. Leman, I might go 
further to say that we have 190 odd members in our 
Association and the figures we submitted on the volume 
of the secondary market operations and other phases 
of our industry tend to show that as an industry we 
are divided really into two parts. There are some 
SU CO: Sy firms who are primarily both jobbers and under- 
writers -- jobber-underwriters and also deal retail at 
the same time; in other words, one of our large national 
houses has offices right from Halifax to Vancouver, but 
those offices of theirs together with the other remaining 
160 odd members are primarily dealing with the public 
either as members or as principals or as agents. The 
main underwriting is done by this relatively small 
number of our members. Is that what you wanted? 

COMMISSIONER LEMAN: Well, that touches the 
subject a little bit. Perhaps we can do with that 
definition, it always helps. Part of the definition, 
the distinctive feature that was mentioned was the 
moving of capital to those who can use that capital. 


Banks do that too, do they not? 
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MR. MILNER: Yes, a bank has the same functio 
as we have but our industry covers ys many phases of 
the financial business and there are so many specialists 
in the field, that is, some of our firms specialize 
in money market securities more than other securities. 
Some specialize in the sale of mutual funds going to 
the other extreme and the Association is so complex 
in its makeup. We have, as you are well aware, a 
number of what might be called plire ly stock exchange 
members who are members of both the stock exchange 
and our Association. So that to give a specific 
description of our industry I think is almost impossible. 

COMMISSIONER BROWN: I think one of the 
things that is possibly being looked for, Mr. Milner, 
is the question of providing a market for the fixed 
income securities and by the provision of such market 
- the industry thereby makes such instruments possible. 

MR. MILNER: Well, Mr. Brown ---- 

COMMISSIONER BROWN: It 1s not only the 
accummulation of this capital or the provision of we 
to industry; it is also the provision of the secondary 
yy and this is what differentiates the bonds and 
debentures from mortgages -- the marketability. 

MR. MILNER: I will ask Mr. Hunter to answer 
that second part. 

MR.’ HUNTER: Mr. Commissioner, I think we 
have been probably dwelling on the primary market aspect 
of things up to now. The secondary market is an area 
which has been developed for the resale of securities | 


which were originally distributed. People who. have 
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bought SAVETEs with the intention of holding them 
find the necessity of selling them suddenly and we, 
through our vast trading departments, provide the means 
whereby they can dispose of their holdings and other ' 
“rtvapleae | oh at the time of issue, were not prepared 
to buy for one reason or another have an opportunity 
of coming to the SPOR and having their securities 
and this does supply the liquidity which is necessary 
to encourage people to participate in the capital market. 
COMMISSIONER BROWN: That is the point I 
wanted to bring out. 
| COMMISS IONER LEMAN : Would you say, Mr. 
Milner, that there were 30 firms that you would class 
as more wholesale types of firms and the balance would 
be more primarily engaged in retail work? 
MR. MILNER: Well, Mr. Leman, we had these 
industry figures prepared which the members submitted 
to Clarkson Gordon who are the Association's Suaitore 
and they combined all the figures into an industry 
figure, but in combining those figures we got them to 
break it down and we took an arbitrary basis on breaking 
it down -- this is on the secondary market operations -- 
and the arbitrary basis that we took was taking last 
year by quarters, each quarter of the last year, the 
number of firms that had an average. inventory of $1 millipn 
or over during the entire year of 1961 and there were 
53 member firms that had that size of an inventory. 
I am not saying how big the largest one was, I am 


merely saying that is where we broke it off. You must 
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remember we were most anxious not to have a double set 
of figures. You will be hearing the Montreal and Toront 
stock exchanges some time later and we combined with 
their organizations so that the firms that report, some 
60 of our firms are reporting through the stock exchange 
aS a member to the Investment Dealers' Association -- 
am I right, Mr. ‘Adamson? -- about 125 of the firms 
reported in this group and the pure stock firms reported 
to the stock exchange so there is no duplication of 
figures, | We hope there is not anyway. 

COMMISSIONER LEMAN: In paragraph 37 of 
Section A you have broken down the groups into three 
types. You call the first type the integrated house, 
the second type the distributing house, and the third 
type you say are specialty houses that are specialized 
and confine their Pe ea oe to a narrower field. Have 
you got the number of firms of eachtype? That was para- 
graph 37, section A. 

MR. MILNER: I am going to ask Mr.Gassard 
to answer that. 

MR. GASSARD: Well, Mr. Leman, this would 
be an estimate because there is 3 great deal of over- 
lapping and you have to allot firms arbitrarily but by 
far the larger group would be the distributing houses. 
We have 191 members and of these we designate 32 as 
major positioning houses and those would include all 
the integrated houses so just as an off the top of my 
head guess I would say there is probably 15 specialty 
houses and perhaps 15 to 20 integrated houses and the 


balance might be more accurately described as cistributing 
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houses. But even that ieceteieticn is subject to 
debate because our business is a sort of ad hoc business 
and as conditions change you will find that people who 
do not ordinarily get into the municipal business will 
become more active in municipals. I would say the 
great sg Hahei of our 191 member firms are distributing 
houses. 
COMMISSIONER LEMAN: And, of course, a firm 

could move from one classification to another. 

MR. GASSARD: Yes. 

COMMISSIONER LEMAN: As a matter of fact, why 
are they in those particular groups? Is it purely a 
matter of peetiee: or is it the way they are equipped with 
capital or personnel or what are the basic characteristic 
ape poe ta an integrated house? Would it be from the 
point of view of the capital available to them or the 
cnt of personnel available to them and the ther types |-- 


what distinguishes them? 
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MR. MILNER: Mr. Leman, that is a very broad 
question to ask. 

The capital requirements that we have 
instigated in our association were primarily designed 
to protect the public against any possibility of loss 
being suffered through dealing with any one of our - 
member firms. 

A small local house in Regina does not need 
the same capital that a large house in Toronto or Montrea 
needs. The limitations on their business does to some 
degree depend on their capital because we have very stric 

regulations as to how much inventory or how much liabilit 
firms can carry in relation to their working capital. 
It is a very complicated system of auditing our members 
so as to be sure they are all solvent at all times. 
In answer to your ea HENNA regard to specialization, 
eovaerinns, tavebfcurn! it simpler to specialize, I would 
not say necessarily because they have not got sufficient 
working capital to follow the other method, but I think 
it would be fair to say that it has great limitations 
on the amount of capital related to how much business 
they can do. 

COMMISSIONER LEMAN: Does the specialization 
give a firm an advantage in that particular field? 

MR, MILNER: I would think so, yes, if they 
specialize in that field. Take, for instance, the firms 
Pat want to specialize in the day-to-day market on 
short-term money; firms for instance such as Traders 
Finance, I.A.C.3 General Motors Acceptance and Simpson- 


Sears, etc., require practically no working capital 
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because their business is done completely without 
liability; they are acting as straight agents and are 
paid a commission. Therefore, there are people who 
specialize in that they would not necessarily guarantee 
their large positions in the short-term government field. 

We have a number of smaller firms which do 
a very large amount of business in what we call 
commercial paper. 

COMMISSIONER LEMAN: There are no firms that 
are specializing in a type of business that the integrate 
houses do not do? It is not that type of specialization 
you refer to? 

MR.. MILMER: No,the integrated houses cover 
the whole field as best they can. Our integrated houses 
attempt to cover the whole field of business. 

COMMISSIONER LEMAN: I ask these questions, 

Mr. Milner, because your industry in a sense is difficult 
to analyze for one who is not in it, because so far as 

I know there are not very many, or perhaps there are not 

any firms ataaaie your 191 members who publish statements. 

MR. MILNER: The only member we have which 
publishes a financial statement is Merrill Lynch, and 
it only publishes its American financial statement, not 
the Canadian. | 

COMMISSIONER LEMAN: This business of publishing 
statements is more prevelant in the United States, is 
it not? | 

MR. MILNER: No, there are very few in the 
United States which publish. The Boston houses have 


to publish statements because they have limited stock 
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publicly owned. A number of members of the New York 
Stock Exchange publish a balance sheet, but I know as 

a matter of fact that any person can demand a statement 
from a member of their stock exchange. 

COMMISSIONER LEMAN: That is in the United 
States? 

MR. MILNER: That is in the United States, 
yes. 

COMMISS TONER LEMAN: We do not have that 
regulation here?. 

MR. MILNER: We do not have that regulation 
here either in our end of the business or the stock end 
of the business. That is, members of the stock exchanges 
in either Montreal or Toronto are not required to 
submit statements to the public. 

COMMISSIONER LEMAN: I wonder why there is 
this reluctance to publish statements in Canada? 

MR. MILNER: I think that is a very easy thing 
to answer. We are all private companies. There is no 
public interest in any of the finance companies in 
Canada. The finace companies, such as our members, have 
carried on over a period of years in the same way. I 
think I am right in saying that. There are no statements 
issued, for instance, by members of the London Stock 
Exchange. They never publish annual statements in respect 
to either their profit and loss or their working capital 
positions. We are not public companies in the same sense 
that the banks are, or the insurance companies which are 
publicly owned and therefore of necessity must publish 


statements. 
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COMMISSIONER LEMAN: I realize that, but I 
am just wondering what harm it would do. You see, we 
heard from a group, I think it was the Security 
Analysts of Toronto, and they came before us and made 
quite a good presentation of the value of the corporation 
industrial companies etc., from an investment point of 
view in making a lot of financial information available 
to the public. I can understand from an investment 
standpoint why that would be so useful, but in turn 
I wonder if it might not help the public a little bit 
sometimes if they knew who they were dealing with for 
certain types of business they do with the investment: 
dealers. 

MR. MILNER: Frankly, Mr. Leman, we do not 
see any advantage in that. We think that our own 
internal audit system, or the association audit system 
is as foolproof as it is possible in so far as keeping 
our firms solvent, which is the one thing that would 
worry us tremendously. That is, if we hed a failure of 
one of our members who was not able to meet his obligations. 
Our position is such that we are large borrowers from 
the chartered banks, and the chartered nanks do not 
lend money freely without proper security, so that we 
just do not see any advantage in publishing financial 
statements. 

MR. GASSARD: The Analysts! brief only referred 
to those corporations whose securities were in the hands 
of the public, not private companies. I think your 
argument would be more valid if our members! securities 


were owned by the public. 
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THE CHAIRMAN: Your underwriting end of the 
business is to distribute securities of other companies 
than your own which are generally public companies? 

MR. MILNER: Public companies. 

THE CHAIRMAN: I suppose a customer has no 
particular interest in what your financial position is, 
is that the position you take? 

MR. SHAW: That is the position we take. 

COMMISSIONER LEMAN: I suppose if a corporation 
wae going to make ‘an arrangement with you of the under- 
writing type he could ask to see the financial statement 
in order to see how responsible a firm he was dealing 
with? | | 

MR. RLY: It has never been the practice. 

MR. BEATTY: I have never known this to happen, 
but I have known of corporations to ask a bank to guarante 
payments on an underwriting commitment for which the 
dealer has paid a fee and has to re-assure the bank 
of his apaLet ecto meet the commitment. 

COMMISSIONER BROWN: Perhaps you might outline 
in a little more detail the standards the association 
imposes upon its members in order to ensure protection 
to the public; the number of audits per year and the’ 
number of reports per year which must be made? 

MR. MILNER: Mr. Adamson, would you answer that? 
Mr. Adamson is our dddodiidta di auditor ‘in Ontario. 

MR. ADAMSON : The members are required to 
report twice yearly to us on their financial positions. 
We get financial statement twice yearly; one an audit 


statement and the other a statement prepared by the member 
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himself. 

COMMISSIONER BROWN: I was thinking perhaps 
you would go further and explain what the reculations 
are and what happens if you find that the regulations 
are not being met. 

MR. ADAMSON: There are certain capital 
requirements. We have a formula for establishing capita 
requirements. In submitting a statement to the association 
auditor a member is required to calculate what his 
eee how it measures up against the regulations; 
whether there is an excess or deficiency, and if there 
were a deficiency in the capital we auditors would 
do something about it right away. 4 

MR. MILNER: I will also ask Mr. Gassard to 
give the actual procedure of the method of operation 
when this situation occurs. 

MR, GASSARD: The association is concerned 
mainly with three basic qualities. First, the financial 
competence and capital; secondly, the nature of the 
business and, thirdly, the conduct and experience of 
those who conduct the business. Our financial by-laws 
operate on the basis of district auditors who examine 
financial statements periodically. The association 
approves of-a panel of auditors from which the member 
firms may select their own auditors. These auditors 
periodically aeiaee with the district auditors, such 
as Clarkson-Gordon, a financial statement on four 
forms, which are deposited with the commission as part 


of our exhibit. As Mr. Adamson pointed out, these 


statements are based on a margining formula which 
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requires the firm to have enough capital to margin 

4ts Sees i diattic Bouts thedts | for instance, the 

inventory against possible declining value, the receivables 
and future commitments. 

This formula took about three years to work 
out and we are indebted to Clarkson-Gordon for working 
prt: | 

It is very flexible’ and it enables a small 
firm whose capital and whose business does not need 
so much capital, to get by on our present minimum of 
$25,000. It requires a larger firm -- an integrated 
house -- to have vastly more capital. If the district 
auditor is disturbed with any condition that is 
developing in the firm's financial position the 
chairman of the district has a confidential audit 
committee to which the district auditor can turn and 
discuss a member firm by number. The auditor has very 
wide powers in this connection. The audit committee 
is also comprised of senior auditors who have had 
years of experience in both good times and difficult 
times which matures their judgment. 

The by-law also provides that if the eereti en 
is sent to the audit committee and the auditor is 
dissatisfied it will be taken to the district 
committee. 

That is the financial by-law. 

COMMISSIONER LEMAN: There are insurance 
requirements as well? 

MR. GASSARD: There are insurance requirements 


and requirements as to proper sets of books with |° 
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segregation of financial securities properly earmarked, 
and segreation of clients' credit balances. 

The formula under which we operate, which is 
known as the regulations under by-law 8 A, provides 
that if a firm places so much capital in the business 
they can conduct a margin business. 

The impression I want to leave with the 
Commission is ARs this is a flexible by-law because, 
as Mr. Milner pointed out, there are 191 firms, no 
two alike, Seon by-laws have to meet different 
situations and meet different marketing conditions. 

MR. MILNER: I might add, Mr. Leman, I think 
you asked: the question -- no, Mr. Brown, I am sorry -- 
that our by-law regulations, the same as the stock 
exchange by-laws, do require members, not only at the 
period of audit, but at all times, to be in a capital 

position sufficient to meet all liabliities, and if a 
situation develops where a firm gets over-committed 
in between the audit periods we have a means of 
uiipnaetane additional capital until the firm recovers 
from that particular difficulty. This could be from 
the Situation that they have merely taken on something 
too large for their capital requirement and when that 
Situation is over they are permitted to withdraw that 
capital and go back to where they were. 
COMMISSIONER BROWN: Do we athe from that 
that the auditor at the end of the year certifies 
that at. no time during the year was the working capital 
less than a certain figures? | 


MR. MILNER: No, the auditor could not certify 
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that, Mr. Brown, because he would have no knowledge 
of that fact. Our by-laws do require that at all 
times we are solvent, or solvent according to those 
figures. ies ake a number of instances in respect 
to the qual operation; this is more particularly true 
to the stock end of our business rather than the bond 
end, there are numerous firms which supply additional 
capital to cover their stock commitments over short 
periods of time. 

COMMISS IONER BRWON; Before we finish with that 
point I wonder if you would also like to outline the 
history of the increase in these requirements as the 
volume of business grew in the postwar period, because 
it is indicative of the continuing of the association 
to make sure that as business grows in volume the 
minimum requirements are stepped up? 

MR. MILNER: Well, our original minimum require- 
ments were $10,000. That was the original minimum 
so cteR uate It was a long process of education in 
convincing members from coast to coast of the ‘necessity 
of having sufficient capital in their operations to 
cover their operations. In our -brief we have attempted 
to state that we do not want to stop anyone joining 
our association. We welcome.as many of the smaller 
firms as possible. We think that it is in the best 
interest of the country to have them members of the 
association, put the requiements have moved up over 
that period of years as business has increased and 
as the necessity for having stricter marginal regulations 


have increased. It is quite conceivable that sometime 
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in the not too distant future the $25,000 might have 
to be raised to say $50,000. 

COMMISSIONER LEMAN: Mr. Milner, these figures 
you have quoted starting at $10,000 some years back 
and now $25,000, being the minimum now, that does not 
mean much to me in relation to a firm say which would 
take on an underwriting in the millions of dollars. 
pow is this capital related to the business? 

MR. MILNER: A firm with $25,000 does not 
take those liabilities. The firms with $25,000 are 

practically entirely retail distributing firms who are 
not wonitie on a commitment basis, but really operate 
as agents. 

MR. BEATTY: This is free working capital 
after margining. 

COMMISSIONER LEMAN: Could you describe this 
for us eee little bit more? Tell us how the 
capital must be related to the business done, especially 
in the underwriting field? 

MR. GASSARD: Mr. Leman, this is a rather 
complicated thing to answer unless you have the by-law 
in front of you. It is in our Exhibit file, 8.A, 
page 405 of the blue book. 

This by-law, which I said was a margining 
by-law, and as your inventory goes up you must margin 
it. For instance let us take bonds on page 408; within 
six months it is one-tenth of one per cent of the 
market value; six months to three years it is one point 
and so on up to.twenty years when it is five points. 


So, if you have an inventory of a milliot dollars worth 
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of long-term Government of Canada bonds you must margin 
that at five points, or five per cent, so the firm 
would have to have $50,000 Government capital to 

margin that, and it must maintain the liquidity 


requirement which is set out on page 407. 
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"Each Member shall have and maintain at 
all times a minimum liquid capital in 
accordance with the following requirements, 
namely: 
(a) Such liquid capital must be at least 
$25,000; and 
(b) Such liquid capital must be at least 
sufficient to provide an adjusted 
liquid capital equal to the sum of 
(14) 2 per cent of the Members current 
liabilities or $50,000 whichever 
is the less; 
(11)2 per cent of the Member's adjusted 
liabilities; and 
(1441) such additional amounts, if any, as 
may be required by Regulation 3. 
Subject to Regulation 4, the adjusted 
liquid capital of a Member which does not 
_ deposit all clients' free credit balance 
in a clients' eouae account or which carries 
margin accounts for clients or which sells 
securities on ati instalment payment plan ...." 
All these factors govern. There you have margin account 
which are carried for clients, partners, directors and 
Shareholders and accounts with other dealers which have 
not been. settled within 25 days, and this applies to 
securities which the member has contracted to produce 
and the securities which the member has contracted to 
sell, except to the extent of those covered by purchase 


commitments. In other words, every factor in the investment 
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dealer's balance sheet has been weighed so as to speak 
with a potential loss factor which must be -- his 
capital must be able to take care of this and leave 
a margin of safety, so the big firm must have big 
capital and the small firm may have to get along with 
$25,000. 
COMMISSIONER LEMAN: If the firm underwrites 
a $10 million issue and was in the Wndteete eres of 
arrangement and keeps $2 million of the underwriting 
for itself, say, then is that not the amount of capital 
you must have at the moment it indicates it is light? 
MR. GASSARD: On page 409 it says that this 
is for ten years, and this is a very substantial margin, 
in my opinion. | | 
| _ COMMISSIONER LEMAN: Would that amount eS 
$200,000? | | 
| MR. GASSARD: Yes. Mr. Adamson might want 
to add to that. | | 
MR. MILNER: Do you want to add anything 
further to that? 
MR. ADAMSON: No. 
COMMISSIONER LEMAN: I would like to turn 
now to a slightly different type of question in my mind, 
and that is the form that opposition takes in the industry 
and by relation again to the various types of things we 
have talked about; the integrated firms, and the dis- 
tributing firms and the specialty firms. Does competitio 
among them take a different character according to the 
type of business they do? | 


MR. MILNER: Well, Mr. Leman, I do not know 
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what business there is that has not got competition. 
Even the aluminum business has a certain amount, I 
fancy! 
THE CHAIRMAN: So they claim! 

MR. MILNER: That is a very broad general 
type of question that you are asking. I am going to 
have Mr. Hunter speak to that, who is pretty conversant 
with the competition in the secondary market operation, 
which is really where at least 50 per cent of the 
competition is, if not 75 per cent. 

MR. HUNTER: Mr. Commissioner, I would like 
to say that the investment industry appears to attract 
men who are competitive by nature, and I do not think 
that they are aggressive only with regard to trying 
to make a profit, but I think they strive to build 
businesses of a lasting nature and their desire is to 
provide their services. Their performance is the 
yardstick by which their firms are engaged by the public, 
and this obviously requires a high degree of competition. 

In our trading operations if we were not 
highly competitive we would not do any business; some- 
body else would beat us, so we must be very competitive 
in that area. Again, in tendering for new issues, if 
we try to buy those too cheaply we will not do the busi- 
ness; we have to be highly competitive. We try to 
specialize in various areas and we try to get the best 
personnel that we can to do that special work. We spend 
a lot of money on research so that we feel we are well 
supported, eu judgment. We spend a lot of money 


on our accounting and delivery practice and we spend a 
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lot of money on branch operations throughout the country. 
This all stems from the desire of the people in the 
businesses to develop a proper image with the public; 
an image of integrity and a desire to provide the 
best service possible. I think this is evident in 
the narrow spreads which exist in the bond market at 
most times for most actively traded issues. 
COMMISSIONER LEMAN: In the field of distri- 
bution, obviously competition would be in ous part 
based on the sales force; its competence and the number 


of people they have. Strictly in the underwriting 


field what form does the competition take? Do you 


find in general that borrowers will shop around to 
find an underwriting that will give them the best price? 
MR. MILNER: Let me ask Mr. Shaw to answer 
that because he is in the underwriting field. 
MR. SHAW: Again, Mr. Commissioner, it is 
a broad question. Basically, I think one has to qualify 
what an underwriting department in an individual firm 
is. It is not a compartment of the business with firm 
boundaries with so many people doing that and nothing 
that. The underwriting section of any company is a 
very important function and a function that attracts 
the attention of the senior people, particularly if 
you are introducing a new underwriting into your under- | 
writing family. 
As Mr.Hunter has said, probably our most 
precious asset is the reputation we enjoy in the financia 
community, and the reputation that we enjoy with the 


corporations that we serve and the adjustors that we serve. 
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I think , AbApehatb1 firm views a new 
addition to its underwriting family very much as a fond 
parent might take a look at a suitor for his daughter's 
hand. 
A firm's reputation in the underwriting 
field is built up over a period of years and the firm 
is judged by the experience and the securities issued 
from its underwritings in the active market. Every 
firm is nba edd ext ous. if they build up a good reputation, 
that they avoid introducing a bad act anywhere because 
that can be very serious and very damaging, so although 
it is the desire of every house to make as many 
underwritings as we possibly can, we screen those 
underwritings with the greatest of care. 
| Further to the competitive elements, every 
firm is anxious to do as much underwriting ab it possibly 
can of the type that fits their particular ideas and 
the sort of security that they want to handle, and 
those ideas may vary from firm to firm; some firms 
will concentrate entirely on an investment type of 
security and they will require a long record of earnings 
and of successful management. Not that they look askanc 
at new ventures, but simply once they have established 
roy themselves a reputation in the field for handling 
Only investment securities, they do not feel that they 
can endanger their position by going too far afield and 
getting into more adventuresome fields. Some will 
Specialize in this type of thing and do an extremely 


good job in most cases. The cases where there is mingling 
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of underwritings of investment type securities on the 
One hand and ona speculative or new venture type of 
security on the other hand are not too frequent. There 
is in this area quite a degree of specialization. The 
competition is there and it manifests itself in many 
ways and it is basically an established record of that 
firm being able to do a good distributing job and to 
maintain a good active market for the securities placed 
in their hands. 
COMMISSIONER LEMAN: You said that my questio 
was very broad; I think your answer was even broader: 
I specifically asked is there evidence that most . 
borrowers do shop around for an underwriting at 
the lowest possible cost? 
2 MR. SHAW: Very little evidence of that. 
COMMISSIONER BROWN: There is one further 
BOL which I have; do these underwritings have a 
tendency to switch at all? 
| MR. SHAW: I missed that. 
COMMISSIONER BROWN: Do the underwriting 
accounts have any tendency ‘to move between houses at all? 
MR. SHAW: Occasionally that does happen, | 
but the history in the Canadian field is that the firms 
stay with the -- the corporations stay pretty largely 
with the underwriting houses with whom they have been 
associated for many years. We.all take cracks at each others 
accounts, but not frequently successfully. 
COMMISSIONER LEMAN: Does this reflect a bit 
of a lack on the part of borrowers; why do they not 


shop around more? 
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| MR. SHAW: Because they are satisfied with | 
the job that is being done for them. Perhaps it is 
the same reason why you do not shop around for your 
chartered accountants or your legal consultant. | 

THE CHAIRMAN: St210 pain addition be that 
the borrower looks to the underwriter for advice. 

MR. SHAW: Yes. 

THE CHAIRMAN: As to when to hit the market 
and mangnotHer factors; as to what markets to go to, 
whether to go to the States or Canada in nace of the 
changing situation, cad once people: become satisfied 
with the advice of a certain underwriter I would 
think they would hesitate to change and go to someone 
whose advice they know little about. Is not that so? 
That the underwriter is more than a mere underwriter, 
he is ina sense in an advisory capacity in most cases? 

MR. SHAW: vei true, Mr. Chairman. You 
are reminding me of what is important, and one of the 
most important things is that the underwriter maintains 
a continuing interest in the affairs of its underwriting 
clients. 

COMMISSIONER LEMAN: We are really discussing 
now the field'of competition. Could one integrated 
firm go to a known large borrower and say, "We could 
do just as good a job as the fellow who has been 
doing it for you for the last 15 years. " Is this 
done a great deal? | 

WR. SHAW: We suspect that that sort of 


an approach is occasionally made! 
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COMMISSIONER LEMAN: In Exhibit C of Section 
A, the first part of Section A, there is a Reco there 
of the movements in and out of the industry between 
1955 and 1962. Does that reveal anything to us from 
this angle of competition? You saw how many members 
moved out of the industry during that period and how 
many new ones came in, and it seems that 47 have moved 
out of the industry and 31 new members came in, and there 
are reasons why they went out. 

As a matter of fact, among those reasons 
there is one that puzzles me; it says "Reason for 
resignation: resigned and later rejoined”. That 
is hardly a reason for resignation; it is more just 
a fact is it not? 

MR. MILNER: I will ask Mr. Gassard to answer 
that because he deals with that. 

‘MR. GASSARD: The history of our membership 
record shows that because we have so many small members, 
because the investment business is to a very distinct 
extent dependent on people, personalities, senior dealers, 
that you will find there is a constant succession of 
mergers and split-offs and changes of various kinds 
occurring. On? of these two resignations resulted from 
a western firm becoming affiliated with an eastern 
house and it was decided that the western firm would 
resign from the Association. A few months later they 
decided there were certain interests they wanted to 
carry on in a separate business, and they reformed the 


business and applied for membership again. You might 
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say that these are just for reasons of business strategy; 
they found that they could conduct a certain type of 
business, perhaps a short bond But ness and at first 
they thought they would not need the membership, and 
then they decided that they would like to start over 
again. 
COMMISSIONER LEMAN: I notice from this 
exhibit that for quite a number of cases of going 
out of business it was a personality problem, the 
senior partner or the owner of the firm died, or 
something, but are there cases -- is there evidence 
of competition here from firms that resigned or 
went out of the business because it was too tough, 
the Det LL ion was too difficult to meet? 

MR, MILNER: Well, I think as far as I 
can recollect I do not think we have ever had a person 
go out of business because he was forced out of business. 
Some of them have gone out of business, particularly 
in the smaller firms where you had one or two partners 
only, a very small firm, and just using a hypothetical 
example, where the father, one of the partners, wanted 
the boy to go into his own business, so he goes into 
a totally different business and the other one cannot 
carry on and joins another firm. 

Conversely to that, every year or nearly 
every year we seesplinter firms being formed from the 
larger underwriting Houses: people leaving the large 
underwriting houses feeling that they will have a 

greater opportunity on their own than staying with the 


large underwriting house or with the large national house 
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and it varies up and down. There have been a number of 
mergersand there have been a few resignations for 
reasons that I stated before, where the business simply 
ceased to exist, but by and large I think we have had 
surprisingly few people literally go out of the business. 

COMMISSIONER LEMAN: Does that throw any 
light on the competitive atmosphere in the industry? 

MR .MILNER : I would not think so, no. 

COMMISSIONER LEMAN: Well, there is a reference 
in the brief to the effect that what you call the retail 
business is very difficult to carry on. I think it is 
paragraph an an eeation A. It says at the end of 
that paragraph: 

"“Gosts of doing business rose steadily 

during the 1950's and it has become 

more difficult to carry on a retail 

business at a profit." 

MR. MILNER: I will ask Mr. Kinnear to speak 
on that; that was in his brief and it is on the retailing 
of securities from the viewpoint of our industry. 

MR. KINNEAR: I think the reason for that 
is that the cost of doing business on a retail basis, 
based on the Spreads which are available in competitive 
selling to the secondary market are so small for an 
investment dealer to send aa lesman out into the rural 
parts and pay all his expenses, and unless he does a 
terrific volume it is done more or less at a loss to the 
firm. 

Many firms do have a large rural sales force 


and d@oend a good deal on the total volume which is done 
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rather than the individual profits per sate 

One of the ways many firms get around this 
is by having men living in so-called rural spots where 
their cost of doing business is cut down from living, 
Say, ina major spot and going out every week to sell 
Securities and to call on their clients. It is essentia 
in the retail end of our business to make personal calls 
and many clients like to be called on personally. 

Now, this is particularly true in certain 
areas such as the rural parts of Quebec, where clients 
like to be offered the securities of various municipalities, 
and so on, and unless you call on them personally it just 
would not get that business, but I think that by maintaining 
the broad coverage on clients right across the country, 
even though part of it is done at a loss, the 98 members 
are assisting in a widespread ownership of fixed 
obligations and equities in Canada. 


Does that answer your question? 
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COMMISSIONER LEMAN: Yes, except that I would 
like to relate this to the figures you have given us. 

In Exhibits A and B of your brief there are some figures 
about the sales force employed in the industry in Canada, 
and it shows the personnel data -- Exhibit A, page 26 -- 
and it seems as though the sales staff in the industry 
has increased somewhat? 

MR. KINNEAR: That is correct. 

COMMISSIONER LEMAN: In recent years. Have 
these been mostly concentrated in the big firms that 
tend to get bigger? 

MR. KINNEAR: No, I would say in the first 
place many firms are looking to the future. They are 
taking on younger men, training them for managerial 
and executive positions in the future. One of the 
training periods for those men is to have some practical 
experience; that is one reason.. Another reason is 
that many firms -- some of the smaller ones -- have 
gone extensively into mutual funds and have built their 
Sales force so they Can get as broad a coverage as 
possible. I would think it is the normal growth 
in the sales force. 

MR. MILNER: As an example, in the Province of 
Quebec four years ago there were something like 500 
registered salesmen within the securities commission 
in Quebec practically all of whom belonged to the 
Investment Dealers! Association, in the main -- 80 
per cent of them did. In bie last four years that has 
gone up by about 10 per cent ate in new entries into 


our business, but in the meantime there are now 3,000 
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registered salesmen in the Province of Quebec, so the 
other 2,400 are practically all mutual fund salesmen. 

A number of our houses have gone in for the distributing 
of mutual funds as an added adjunct to their business. 
As Mr. Kinnear said, it enables them to keep people 

in the smaller areas because the profit on the sale 

of mutual paHad Sdibandaten them for selling other 
securities at the same time. There are differences 

all across the country in the formation in our own 
industry. 

I think you would interested in having Mr. 
Johnson speak to you for a minute on the retail 
distribution which exists in Quebec, which is the Gany 
province it exists in on municipal securities. 

MR. JOHNSON: In the Province of Quebec, 
historically the small investors have always been 
interested in fixed interest obligations starting 
originally in the form of mortgages usually handled 
by the local notary, and in more recent years as our 
industry has expanded they have gone into the purchase 
of bonds, usually bonds of local interest, and firms 
such as mine have found that it was good business to 
establish salesmen throughout the rural areas that 
were permanently located, not working out of a branch. 
We found this has been helpful to the local economy 
in the province because it has created a demand for 
securities of smaller municipalities and school boards 
that would have been difficult to sell to institutions 
or to more sophisticated investors: They like the 


larger situations where they get a broader annual 
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report from the secretary-treasurer. 

I think that about covers it. 

COMMISSIONER LEMAN: What I would like to 
understand, though, is your reference to the fact that 
it is costing more and more to handle the retail 
business. Do you mean literally that the retail busines 
had become less and less profitable in the absolute? 

MR. KINNEAR: In certain phases. If you 
are distributing Government of Canada bonds in the 
rural parts of the country and maintain the same spread 
you would get in Montreal, Toronto or Winnipeg, it 
is only natural you can't make very much money because 
you oe. your salesmen's travelling expenses, delivery 
costs and so on. That part of the business is becoming 
less profitable to investment firms if the prices are 
competitive, which they are. However, a retail business 
from coast to coast is essential because you can't 
do underwritings for new ventures, new companies, 
and expect to sell them all to the sophisticated 
investor, and by having a retail organization you can 
seek out the spots where people would like to invest. 
in a company of that nature. 

I can give you dozesn of examples of under- 
writings which have been done for various firms where 
you could not sell part of a finda obligation to any 
institutions. You had to seek buyers for it. The 
institution would come along later, after the company 
had been more or less seasoned, but not in the initial 
stage. Therefore, I think it is important that a 


retail organization be kept healthy for that reason. 
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THE CHAIRMAN: Does the retail organization, 
for instance in your firm, devote itself to certain 
areas in, say, the Province of Quebec, and some other 
firms might service other areas, or is there an overlapping? 

MR. KINNEAR: There is competition right through 

THE CHAIRMAN: Competition from home to home? 

MR. KINNEAR: That is correct. I have never 
heard of firms dividing up the country. It is the 
opposite. 

COMMISSIONER LEMAN: On the other hand, in 
A.32 you show the broad distribution of the Aiene olor 
firms that Ries across Canada and those that do not. 

“It does seem like a very few firms seem to be able 

to afford a real blanketing branch system. TI am referrin 
to page 10, "Area Served": 144 firms operate only in 

one province, and 25 in two provinces, and then you 

come down to very small figures. How do those firms 
which operate only in one province, which are by far 

the largest majority -- they operate only in the big 
provinces like Ontario and Quebec, or all provinces? 

MR. KINNEAR: All provinces, but I think there 
are more in the more populous provinces of Quebec and 
Ontario. There are smaller firms in all provinces -- 

a great baa in British Columbia -- in all the 
provinces of Canada, and they do largely a retail 
business in the territory in Suen they serve. Most 
of those firms are not underwriters except in a limited 
sense but they co-operate with the larger firms 

in distributing underwritings of the larger firms. 


COMMISSIONER LEMAN: To an underwiting firm good 
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distribution is also very important. Would you suggest 
that retailing is so little profitable that the big 
integrated firms make up for that through the underwriting? 
Is it the underwriting part that provides most of the 
profit? 

MR. KINNEAR: Underwriting is an important 
factor in the profits of the larger firms, but they 
would not be able to do many of the underwritings unless 
they themselves had a large retail organization, and 
possibly we should look at the over-all picture rather 
than the profit made on one or two or five bonds in 
wemanad area, because if you analyzed that particular 
sale possibly you come up with a loss. 

COMMISSIONER MacKEEN: In other words, say 
you take on an underwriting where you were reasonably 
sure of selling 80 per cent to institutions, and 
found difficulty in getting rid of the last 20 per cent: 
If you have a retail organization behind you, you 
are pretty sure over a period you can dispose of the 
whole 100 per cent? 

MR. KINNEAR: That is correct. 

MR. GASSARD: May I add also, I have been 
told by a number of our senior dealers that clienteles 
have the habit of moving away or dying or changing 
to the competitor, and unless you are out every week 
building new names on your list you are not going to 
be in business too long. The late Mr. Ralph Baker, 
the General Manager of James Richardson, said they 
had many accounts on which they lost money, but they 


did it on the theory that enough of these accounts 
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properly handled would become large enough to become 
profitable accounts. In other words, they form a sort 
of a nursery which will grow, which is exactly what 
many of our dealers did with corporate accounts. 
MR.MILNER: I will go one step further, Mr. 
Ieman, to say -- and this is my own personal view -- 
but I would be sure that in Canada we could not have 
50 national houses; there would be too many national 
houses for the amount of business available. If we 
have got roughly between 8 and 10 of our members that 
you would call national houses -- and by "national 
houses" we refer to people who go from coast to coast; 
then there is a second group.that have, say, five branches 
only: Some may not be in British Columbia, or not 
in Winnipeg, or may not be in Halifax. There are 25 
members who are in two provinces, but there are a 
number of large firms -- one all, the only way that 
money can be made in our industry in the underwriting 
of corporate securities, if you want to confine it 
to that end, is in selling the last million. If there 
is an issue of 15 million the money is all made in 
the selling of the last million. If you are left with 
one million you cannot sell, you have had a very 
unprofitable transaction. Therefore, the large under- 
writing houses have by necessity been forced to, even 
though it may not be on a bookkeeping basis -- all 
their branches might not literally make money, but 
they do make money in the long run because having those 
branches enables them to dispose of that hypothetical 


last 10 per cent. 
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COMV.ISSIONER LEMAN: But that is a case where 
it is the underwriting that pays the firm, and they 
have to have a distribution force to put it out into 
the public? 

| MR. MILNER: The national houses have to 

have underwritings. They could not exist without 
itadhwrecinsl but they need the co-operation of all 
these smaller houses in their selling ents. and banking 
groups -- is ain speaking of industrials now -- and if 
you go on to the provincial financing the same situation 
exists there, that when the Province of Quebec or the 
Province of Ontario issue $50 million worth of securities, 
there again the successful issue is the one where the 
whole 50 is sold and not only 45. 

COMMISSIONER LEMAN: Is it possible to state 
in quantitative terms what volume it takes to keep 
a salesman on the road? An insurance company could 
tell us how much a salesman has to sell in a@ year in 
order to make a living and earn something for his 
employer. Is it possible to measure that in your type 
of business? 

MR. MILNER: Let me ask Mr. Ely of Wood Gundy. 

MR. ELY: It is not an easy question, Mr. 
Leman, but I would guess that a salesman, if the 
particular salesman were earning $10,000 a year he 
should produce four times that much for his firm, 
because behind that salesman there would be four to six 
people: Delivery department, accounting department, 
research department, trading department -- all the 


departments that work behind the salesman and service 
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him with prices and telephone calls and, from the 
accounting standpoint, service him by paying his 
travelling expenses. My off-the-cuff guess would be 

he would have to produce four times as much as he 

makes for his firm for the firm as a whole to break 
“even; that is minimum. In most cases those salesmen 
2 guaranteed a certain minimum, and if they don't stan 
up bo that guarantee over a period of years, a change 
takes place. 

COMMISSIONER MACKINTOSH: How much would he 
have to sell in order to produce the 50 phananeee 
MR, ELY: That depends entirely upon the type 

of security he is selling and the profit margin in 

the security. Let us look at provincial, government 

and provincial securities: It is a published fact 

that the underwriting firm, the distributing firm, 

makes X spread and if he were selling, let us say, 
Dominion of Canada bonds -- I only refer now to 

new issues because outstanding issues are traded on 

a very narrow margin -- as far as new issues are concerned, 
depending on maturity the spread is, let us say, on 
average in the longer maturities three-quarters of 

one per cent, and that is as much as it ever is except 
on savings loan bonds. That is $7.50 a thousand, 

so that fellow has got to sell -- if he sells $1 million 
worth, his firm makes $7,500. So, for him to make 
$10,000 he has got to sell in the nature of $7 million 
or $8 million worth of those things in a year with all 
the attendant expense of doing a retail business. 


COMMISSIONER LEMAN: This matter of spreads: 
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Does the association have anything to do with the 
establishment of spreads, say, for underwriting, selling, 
distributing? Is that all set down, or does each firm 
when it handles a new issue set that for itself and for 
the group with which it works? 

MR. ELY: As far as corporate underwritings 
are concerned, the particular firm that does the 
underwriting sets the spread in conjunction with the 
borrower. 

COMMISSIONER MACKINTOSH: It is patt. of the 
agreement? ; 

MR. ELY: It is part of the agreement between 
the borrower and the dealer, and by mutual negotiation 
they arrive at what seems to be a proper spread for 
raising that kind of money. That is in the corporate 
area. Once you move into the Dominion of Canada, 
provincials,the spread is set by the borrower. If. 

a Dominion of Canada issue is announced, it is announced 


to the trade what the spread will be. 
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1 In provincial securities some are done by 

2 | negotiation, some are done by public auction and the 

3 winner at public auction decides then what spread he 

4 can take over and above his cost commensurate with 

5 market conditions. In provincials the spread on a 

6 negotiated piece of business is agreed upon and the. 

7 price to the buyers agreed upon. 

8 COMMISSIONER LEMAN: Yes, I understand that. 

9 Between the borrower and the public there is a total 

10 spread negotiated in the private sector and not 

11 negotiated in the public sector but as between the 

12 various buyers that are needed in order to get these 

13 securities into the hands of the public are there 

14 association rules as to how much the selling group 

15 will get as compared with the banking group etc., or 

16 is that really a matter of private negotiation? 

17 MR. ELY: It is really a matter of private 

18 negotiation and usage diva the years. let us put it 

19 this way: Qn a provincial issue that has been Hegotiate 
20 to make it simple the gross spread is one per cent. 

21 Usually in those negotiated issues the syndicate that 

22 negotiates them under the leadership of one manager 

23 take a part of that one per cent for taking the complete 
24 liability before they start to sell it. In practice 

25 that might be one-quarter of one per cent. The remainin 
26 three-quarters is paid to the distributing house for 

27 placing those securities with the private investor 

28 or the institutional investor and out of that three- 

29| quarters of one per cent a further SS uwRRTEA can be 


30 allowed under certain circumstances to sub-agents, 
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casual dealers that are not in the group and trust 
companies in certain instances where trust companies 
are allowed under law to take it. Does that answer 
your question, sir? 

COMMISSIONER LEMAN: Well, is it fairly fixed 
or does it vary a lot? 

MR. ELY: The Association have absolutely 
nothing to do with controlling that. It is none 
of their business. They are an association. That 
is up to the individual dealer or group of dealers who 
negotiate ee deal. The competition is so keen 
that you just simply cannot overrun a proper normal 
rule-of-thumb. You just do not make a large commission. 
If you do you are damaging something; you are either 
not being fair to the borrower or you are not being 
fair to the fellow who buys so that this keep your 
spread down. 

-COMMISSIONER LEMAN;: There again I was not 
thinking of the borrower or the investor; I was 
thinking of the distribution of the cost as ‘between 
firms that distribute, firms that sell and firms that 
underwrite etc., and I am talking about the related 
amount of spread that they get as between the type of 
firm and the job they do. That is pretty well fixed 
too -- how much they get for selling, how much there 
is for underwriting etc., or does it vary a great deal? 

MR. ELY: In the case of the large integrated 
houses they do everything so whatever their percentage 
interest is n a particular piece of business involved 


they get the original profit for taking the liability 
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and then they get that portion of the remainder which 
is their portion in the particular syndicate for 
distributing. 

COMMISSIONER LEMAN: There that is the firm 
that does the whole thing? 

MR. ELY: That is right. 

COMMISSIONER LEMAN: But the firm that does 
not do the whole operation, it gets the same proportion 

of the total for just selling, doesn't it? 

MR. ELY: For just selling. The firm that 
takes no liability and does not underwrite and just- 
neala gets a proportion of the gross and that proportion 
while it is not standard, it is pretty well standard. 
I would guess that the selling firm by and large, if 
he is in the banking group, probably gets 75 per cent 
of it. If he is in a selling group he probably gets 
50 per cent sp gis: Sir 

COMMISSIONER LEMAN: So these are about the 
usual proportions -- about 50 per cent is for selling? 

MR. BLY: About 50 per cent for selling. 

A 100 per cent for taking a liability and something 
in between that for the group at aebes that may not 
be applied actually in selling. 

COMMISSIONER LEMAN: Would that also vary 
with the type of security that is being distributed? 

MR. ELY: That would vary. 

COMMISSIONER LEMAN: In other words there 
might be securities where the underwriting risk is 
much less than in the case of others and the selling 


costs much more? 
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MR. ELY; I do not think the percentages would 
vary too much but the gross spread might vary according 
to the type of security you are selling. Just as it 
is now on Dominion of Canada bonds and not quite as 
narrow on provincial bonds it gets wider on other 
types of securities which take a greater effort to sell. 
I think the same percentages apply. 

MR. MILNER: It would be very close to the 

figures Mr. Ely gave that you could say that the house 
that is distributing with no liability where he was, 
to use an example, on a provincial bond, he gets 
one-half of one per cent for selling it. If it was 
a corporate bond with two points between the spread he 
would get one per cent for selling it and if it was 
a preferred stock with three points he would get one 
and a half for selling. 

COMMISSIONER LEMAN: Which is still about 
half. 

MR. MILNER: About half the total. 

COMMISSIONER LEMAN: In your annual meetings | 
of the Investment Dealers! Association there has never 
been any discussion of these relative remunerations 
for the vanioussfuactious, there has never been any 
effort or suggestion made that that might be a matter 
for the association to deal with? 

MR. MILNER: Well, Mr. Leman, our Association 
primarily was formed to do all the things that could 
be better done as a group rather than individual firms 
having to do the same type of thing over again. But 


the Association has never attempted to legislate anything 
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in the way of spreads between firms or underwriting 
profits or they have never made any effort as an 
Association to go into whether bank groups are properly 
formed; in other words, whether there should be a 
different allocation of banking groups or whether 

there should be a different allocation of selling groups. 
Those matters are between the large underwriting syndicates 
or the underwriting houses and the dealers that join 
them in their particular issues. The Association does 
nothing in the way of that type of regulation except 

the one thing that we do not permit what we call un- 
conscionable profit. If an underwriting firm tried 

to take 25 per cent profit on selling something to the 
public we would take a violent objection. We say 

that is unfair. 

MR. GASSARD: In fact, our constitution since 
the founding of the Association strictly forbids the 
Association to become involved.inthe discussion of 
prices or arrangements or anything tending to restrict 
competition of trade. 

COMMISSIONER LEMAN: Would that be a restraint 
on trade type of thing? 

MR. GASSARD: It might be so considered, the 
founding fathers thought. 

MR. MILNER: I can assure you there is no 
price fixing in our eubaniee at 

COMMISSIONER BROWN: Could I just re-open 
eau small subject and that is, Mr. Ely suggested that 
LHe average salesman's remuneration was approximately 


25 per cent of the gross. Is this general in the 
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industry? You suggested to make $10, 000 a firm had 
to make $40,000. | 

MR. ELY; It is usual, I believe, amongst 
most stock exchange houses some of which are members 
of our association that they would pay their salesmen 
one-third of the recognized sae exchange commission. 

COMMISSIONER BROWN: I think that is fixed 
by the stock exchange, isn't it? 

MR. ELY: Yes. 

MR. MILNER: That is the maximum. 

MR. ELY: As far as fixing the spread of a 

salesman you are talking about a 25 per cent multiple 
that I was using? 

COMMISSIONER BROWN: You used 25 per cent 
and I merely asked if this was general in the industry. 

MR. ELY: I do not know that it is general; 
in point of fact my firm pays considerably less. 

MR. SHAW: I think what should be clarified 
is that there are two methods of remunerating salesmen. 
One is salary or guaranteed return and on top of that. 
is the commission. If you are talking in terms of the 
total remuneration received by a salesman you are not 
far from being correct. When you use the figure of 
25 per cent I think if a salesman made $10,000 the 
firm must make $40,000 so it is something like 20 per cen 
That 20 per cent then looks after everything that we 
pay out to salesmen in the way of take-home pay, whether 
Salary and commission or just commission. If he is on 
a straight commission this 33-1/3 per cent usage in 


the stock exchange usually applies when there is virtuall 
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no other remuneration going to the salesman. He may 
have a drawing account against his one-third of the 
stock exchange commission but as far as the stock 
exchange is concerned that one-third represents the 
full pay-out. 

MR. MILNER: It even goes farther than that. 
Now, just taking it one step farther as far as 
firms are concerned this is just a matter for each 
individual-firm to make up its own mind, as to how 
it wants to conduct its business but some of the very. 
large firms pay comparatively high salaries to their 
Sales force and a very low rate of bonus or remuneration 
above their fixed salaries. The smaller firms, not 
wanting the liability of the very heavy salary pay-out, 
if business were not as successful as they hoped it 
would be have a lower salary scale and a higher commission 
scale. Some firms even go down to where they have 
a number of their sales force on no salary. Just as 
Mr. Shaw pointed out they work completely on commission. 
They are straight commission salesman. So that our 
industry figures, with those three factors coming in, 
make it very difficult to get the industry figure 
together. 

The only way you can really assess it, I think, 
as pene I am concerned, Mr. Shaw and Mr. Ely have 
expressed it pretty accurately. If you take those 
three into consideration, that is, about remuneration, 
the end pay that goes to the salesman whether he gets it 
by way of a high commission and a low salary or a 


low salary and a high commission is about the same. 
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COMMISSIONER BROWN: About 20 per cent? 

MR. MILNER: 20 to 25 per cent would go to 
the salesman. 

COMMISSIONER BROWN: Could you give us the 
ranges? 

MR. MILNER: How do you mean? 

COMMISSIONER BROWN: You have indicated some 
people pay out on a different basis. Would’ the range 
run from 15te 50 per cent, some firms putting out 
50 per cent to salesmen? 

MR. MILNER: I think some of our firms at 
times have paid out 60 to 65 per cent to salesmen. 
They have not found it worked out very well. It is 
too high a percentage of hut he wit! 

COMMISSIONER BROWN: I am asking what the 
range would be. 

MR. MILNER: The range would be, I would say, 
between 10 per cent and 50 per cent. 

MR. ELY: About 90 per cent would be between 
20 and 25 per cent. The higher the percentage that 
is pala obit the less likelihood there is of good 
backing service from salesmen. 

COMMISSIONER LEMAN: I ama little surprised, 
though, to hear that there would be a matter of 
restraint of trade if the industry as such did specify 
what were the proper remunerations for various functions 
performed by that industry. If you did anything that 
would affect the borrower or the investor, then perhaps 
you could be in trouble with the law but it seems 


strange you would be in any trouble with the law if, © 
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within the industry, you set out certain relative 
remunerations for the functions performed. I may 
be wrong. 

MR. GASSARD: May I just say that the associatio 
has on many occasions sponsored open discussions both 
at our annual meetings and special meetings where 
various things have been brought up as to how salesmen, 
for instance, should be remunerated. We act as a 
forum, not as an adjudicator. 

COMMISSIONER LEMAN: I certainly do not 
want to argue about it. I am just looking for facts 
as to how the industry works. I am not going to argue 
about LG), 

In your own statistics it looks, on page 26 
or part 1 of A that it takes on the average three people 
to back up a salesman. It ranges from 28 per cent 
sales personnel down to 24 per cent sales personnel 
for the total, with larger fees 23 per cent. It 
seems normal the larger firms would have more to back 
up those salesmen. I suppose that is part of the 
research staff? 

MR. ELY: Right. 

COMMISSIONER LEMAN: Well, in this general 
section there is just one more question I would like 
to ask you which is as to the matter of admitting new 
members into the association. I think Mr. Milner, 
you mentioned earlier that in order to give everyone 
& chance to start in the business etc., the capital 
feghinandnt, subject to any regulation, has not been 


set too high as a minimum because presumably it was felt 


os 
Fat een os ie | cae: 
nse lala - yh 


atéa’t tot antwool tanh me heeds 


tise Teq ge Hort asynat én; nemeet ae & git toad ot 
Letnoeteq seise tres. rq #3! ad mwob Lanceaitsg selsa 


i 

| 

| 

' ks J a reins re Ts ta ane A 
| sxa78 of aotog son ms I «eon yadew Gl 

| 

| aI .$n980 t8g €S sign kt eae. a3tw .istod nce “ae 


| vesd of son oval Sivow aml t, reatie ody Lsmron emese 
fn pile a Fee at daitt encggir te -Aennaiae eaont a Joc 


Tiere dongopen fee 
ita 3a AM ; as mo ES 


«1 


| 
t 
| LeISieR ahr ot flew | : MAME: SIMOLBRIMMOD | 
y 
ott Biwsow T notdaeup ST10m onto Fant. at oredd sensoge - hee 
; 


Wer xt t¢tmbs To  r9dtsepy, ert of a8 Bt soba Noy melee 12 


<T90LIM uM datsit 'T HOtsstooggs ont ott 
Ssagsyieve evin ot xsB¢o ob dati vellase & 
fatiquo ody teh eeeatedt ont 0 ¢ ve 
fess too 2an a Wa 09 a0 


Neher Young — 2680 - 


Terente , Ontario 


it was not necessary to set it too high but how are 

the admission procedures arranged? Can a firm say: 

"If I meet these standards I qualify and I will be 
admitted"? Can anyone join if he wants to by meeting 
certain very definite standards? 

MR. MILNER: Well, Mr. Leman, I think I would 

answer that in a backward way, if I may. What we 

are trying to do is to upgrade our industry in every 
possible way we can upgrade it and it is a purely 
selfish motive, if you want to take it down to the 
finaly analysis, because every time one of our members 
does something that contravenes normal business ethics - 
I am not speaking about criminal offences but business 
ethics -- the publicity going into the press affects 
the whole industry. Therefore, we want to be sure 

that new members coming in appreciate the code of 
ethics that we feel are necessary to belong to our 
association and I am going to ask Mr. Gassard to 

give you the regulations regarding new members put if 
you bear in mind that the principle is to try to be 
sure that the members will make good members of our 
association -- and we go one step farther, we now 

have a spot audit system that will operate that 10 per 
cent of our members every year have to break down their 
sales into categories. We want to be sure that we’ do 
not get members who are dealing in nothing but very 
highly speculative stocks. We do not think they should 
be members of our association in those circumstances. 

I think Mr. Gassard can give you very briefly the 


qualifications. 
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MR. GASSARD: Mr. Chairman, most enquiries 
about membership reach either our Toronto or Montreal 
offices or perhaps are addressed to the chairmen of 
the districts and if it comes to our office we explain 
the philosophy of the association, something of its 
standards and requirements and try to point out that 
membership in the association is a responsibility rather 


than a privilege. 
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If they are in earnest about this we ask them to read 

the by-laws and give them an application form to study 
which is quite a lengthy document, some six pages, 

which searches into the anticedents of the qualifications 
and experience of the firm or partnership which proposes 
to apply. 

If they proceed on that basis, the applicatio 
form is studied by the district committee concerned 
which looks at the references which the applicant 
gave -- five references within the Association -- and 
decides rea ih on two bases aside from capital, and 
that is character and integrity of the people who 
are applying which are determined by a form of inquiry, 
and from experience and ability to conduct an investment 
type securities business. We have in this last year 
tried to define our standards more objectively by 
requiring that the firm agree to conduct an investment 
type business, but we recognize that in a young growing 
ounce like Canada with many resources to be developed, 
firms must also service the whole portfolio and must 
be prepared to do some business and accept some orders 
in perhaps more speculative securities. So, we 
require ns ele least 50 per cent of their business 
and earnings be investment type securities as defined. 
We define investment securities as all fixed income 
securities not in default of interest; preferred 
Shares not in arrears of dividends and, common shares, 
whether or not dividend paying, of demonstrated Baratoe 
power, and where there is any question as to whether 


a stock falls in that category tre matter comes before 


teeta t ; a Oa Ee 
a - ‘be Fi | ~ - ae f - 7.) 
a sha a ae chim a : el . HY i .¢ a . Au og 


Poe anes ae MEI Sa aemialy hea hk 9, 


7 ‘ 


whit) te 


a _ 2 ms 

| “ dasonréen ort “donate oi ini “6 ot & + $8 exool dole . | 

be sotdatooasa ett atddtw asodene ot evi? -- rea ¢ 

| brs fadtqss mort obtes. send owt no yflson as ib 1 

| ow efqgosq eH? to vernges ab bos cedostaro. al Pact . 
fe -Witiepnt to-n02 2 “id pontnredep ‘St8 sone antylaqs: beat 1 
| vasntnevatl ns: JONDMOS ot whitde baa sonettogxe: meets a ' 
taby Jest aid¢d mt evar om deentend: setdtwvoee oq 

he | vd ylevitestdo ston ebkiuhpiersa: uO satteb og bored 


Josmpeeval ns, toubpos oF oon, boa ‘Ont: Sait acintupes 


4 


BoLWwoms aniioy B ak tart esingooey ow tad .ereatend oavt 


| .beqoLleveh ed od aooWWOReT ne a Dep abaned att erdmwon 


q 


Sa bas ofloisrog eloriw ott sotvies oats dana carat te 


ow .08 -sattinose ovideluooqa stom aqediieg ok fF , 

eegdtaud tos +0 dees t9q oe taget $8 Jandt ontupen 

»benttsd as eetdiuuoes eqyd | t ed SantoT se bas 

emo ort boxt? ifs #¢ settinose detoantaerat tenes 
bowreterq {tes edab to. Singita at : i 

,Be%sda NOMMOO , bis. abaebivrs te min 

galotse betatsenoned ‘to. rane, 8 
| eaiitede of a8 sottesy 


| aushro emoa.dqsons bas seenkad emoe ob ot betaqeng: od 3 


Nethercut & Young - 2683 - 


TForente, Ontario 


the committee and it is settled in a democratic fashion 
around the committee table. It is not too difficult 
to get a picture of the member's business. 

If the committee approves the application 
the applicant is instructed to send his audited balance 
Sheet to the district auditor who in due course reports 
upon the member's financial position, and when he signs 
an application form he undertakes by making a statutory 
declaration that he has read the by-laws and regulations 
and will undentaice to adhere to them. 

If this is a new member, every six months 
for three years he is required to report in some way 
to the committee so they can follow the type of business 
that the member ig carrying on. 

In addition to that the national executive 
at its.audit meeting each year elects approximately 
20 members by lots for an informal check to see if 
they are adhering to our minimum standards. 

MR. MILNER: Is that sufficient for your 
purpose, Mr. Leman? 

COMMISSIONER LEMAN: I would like to know 
just a little bit more. Are there statistics in regard 
to the number of applicants? You give us at page 29, 
Exhibit C, the fact that there were 31 new members 
admitted in the Association from 1955 to 1962. Do 
you have any figures as to how many people applied 
as compared with the number that were admitted? 

MR. MILNER: Mr. Gassard, have you any 
figures on that? | 


MR. GASSARD: No... 
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MR. MILNER: Do you know roughly? 

MR. GASSARD: I would say there is a trickle 
of inquiries. To give you a comparable example, we 
had a caller Pe ianhine He was an employee of a member 
firm. He apparently told his employer that he wanted 
to enter business for himself. He has only been in the 
business for four years during which time he has apparently 
demonstrated an aptitude for the business and has built 
up a substantial clientele of his own. Being an enter- 
prising fellow probably he feels he could do better — 
paddling his own canoe. We pointed out to him that 
under our by-laws he must have five years experience. 
I think the by-law says that the majority of the director 
or the majority of the officers must have been in the 
business for a minimum of five years. That is to get 
the basic experience which ina difficult and complex 
sant ey can best be learned by trial and error. 

COMMISSIONER BROWN: Would it be fair to 
say that rather than having applicants turned down 
they are disuaded from putting in an application if 
it looks as though they might be turned down? 

| MR. GASSARD: We give them the facts and 

point out that really membership in the ASsociation place 
quite a heavy burden of responsibility on them. ef. 
they are the type we want they seem to come back and 
press their case. If they are the wrong type from the 
standpoint of our regulations, that is the last we hear 
of them. 

MR. ELY: I think it would be fair to say 


that if we accepted 31 members in a year we would not have 
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had more than 35 applications. 

MR. MILNER: That was not in one year. 

MR. SHAW: At the application stage there 
would be very fen turned down. ae they are suitable 
applicants, and that is established before you get to 
the application stage, there would be very few turned 
down. It would not be in the applicant's interest 
to be turned down, and in most cases it works out that 
the applicant decides to take the advice from the 
officers as to what he must do to better qualify him- 
self before getting to the application stage. In my 
experience I can think of very, very few cases of an 
application that has been actually filed and not 
favourably dealt with. 

MR. MILNER: Of course, in addition to that, 
the applicant has to have five sponsors, and there is 
where the difficulty comes to a person who is of dubious 
quality. He cannot find five members who will sponsor 
him so his EoD Rowton never gets as far as the Associati ne 

COMMISSIONER LEMAN: Oh, one eeant ve be 
Sponsored? | 
| MR. GASSARD: May I correct that? The word 
is Pwerevencell! ; 

MR. MILNER: Yes, references, but there are 
cases where the references will come up and say that 
they do not think that the applicant is the type of perso 
qualified and it ends there. There are a number of firms 
which might have started had they had proper qualifications 
to start with, but they found out in time and never 


made an application form. 
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COMMISSIONER LEMAN: I see. Baran ea 
break if you wish, Mr. Chairman. 

THE CHAIRMAN: Have you more questions on 
this point? 

COMMISSIONER LEMAN: Well, I was going 
to change the subject a little bit. 

‘THE CHAIRMAN: We will adjourn for about ten 

minutes. 


(At this point a short recess was taken.) 


THE CHAIRMAN: We will now resume. 

COMMISSIONER MACKINTOSH: Mr. Chairman, I 
have one on two questions I should like to ask relating 
to Mr. Leman's questions. We were talking about the 
entrance into the industry and differences between the 
various houses. Are the big houses in the Industry 
getting bigger and the smaller houses getting fewer, 
or what is the growth trend of the industry? 

MR. MILNER: The growth trend, Mr. Mackintosh, 
and this is a pretty broad statement, indicates that 
the large houses have not got appreciably bigger in 
the last five years. Secondary portion of the houses 
have grown. If. you take the eight or ten which you 
might call national houses and take the remaining 
24 in that secondary group, that group has grown. 
I, the bottom ae aie the smaller bracket, the personnel 
has grown but largely for the reason that we were mentioning 
here before. There is a lot of mutual fund activity amon 
that 120 or 130 remaining members. If you include 


our stock houses you would have even a greater proportion 
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Our figure did not include the stock houses because 
they are reporting directly to the stock exchange. 
COMMISSIONER MACKINTOSH: Among the smaller 
group is there much amalgamation going on?:: Are these 
smaller houses getting together to make somewhat bigger 
houses? 
MR. MILNER: No, the tendency has been 
more for the smaller Houses, or the minimum sized house 
to merge with larger houses; witness, for instance, 
Dawson -- Haniford with Greenshields. There has 
been that type of amalgamation. There has not been 
very much of the small houses amalgamating between 
themselves. I think I am right in that, Mr. Gassard, 
amt?” 
wo F MR. GASSARD: I am not as sure of that as 
I was a year ago. I thought that the trend was going 
to continue, but it sort of came to a stop and I do 
not know now where we are. 
MR. BEATTY: We have had one amalgamation 
and one split-up in the last six months. 
MR. GASSARD: We do not have the statistics 
For instance, these figures we gave in Section A are 
not sufficient to indicate that brend. One would 
have to have a longer series than we were able to pro- 


vide to state anything definite about this trend. 
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COMMISSIONER MACKINTOSH: For another purpose 
you give some other figures in Section F on page 8, 
figures on inventories. They are not very useful for 
this purpose in that you include far too many houses 
in each group. You have 33 there and not the number 
which Mr.Milner spoke and the figures are only for 
one year. They are just for different dates in the 
one year. ‘The same figures broken down a bit more 
would perhaps give a better idea what the distribution 
was. 

“MR. MILNER: Dr. Mackintosh, let me answer 

that this way. In providing those figures for the 
one year it was a fantastically difficult job for the 
industry on account of the fact that practically no 
two firms have the same accounting practices or the 
same way of keeping their own records. Some firms 
want theirs kept by salesmen and some by securities, 
and to go back and take them out individually would 
be pteet. difficult task, and when it came to going 
back over two or three years before that we found it 
NORE Le to get them, and particularly for the firms 
that are on IBM; anything on mechanical bookkeeping 
where you just have a card with a number on it and 
you have to take each individual card and go have to go 
back to get it to match the security and it becomes 
an impossible task to do for any further than the one 
year. 

COMMISSINER MACKINTOSH: I don't know that 
inventory is the best measure of size and extent of 


activities in any case; I merely tferredto that as it 
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was one table in which this distinction between larger 
and smaller houses was made. Perhaps you can suggest 
a more available and suitable measure? 

MR. MILNER: We can submit to you a breakdown 
breaking that down further from 33 to 8 and 8 and 25; 
if you would care to have that we can have those figures 
submitted. 

COMMISSIONER MACKINTOSH: I would think that 
would be useful} we would be very grateful. 

MR. MILNER: Do you have those figures there, 
Mr. Adamson? 

MR. ADAMSON: Yes. 

MR. MILNER: Would you want them right away, 
Dr. Mackintosh? 

COMMISSIONER MACKINTOSH: No. 

MR. MILNER: We can give you them tonight. 

COMMISSIONER LEMAN: In the personnel series, 
which you give us at pages 26 and 28 in A.1, you look 
at staff and you find that in 1958 -- if we look at 
the over 100 section -- it was 4400 out of 8600 total 
personnel, which is about 50 per cent. If we look 
at 1961 and look at 100 and over, we find we get 
56, a little over 5600 out of 9300, which is 61 per cent. 

‘MR.: MILNER: That is what I was saying before, 
that your middle house, your group just under the 
national house, has increased and the other ones haven't 
gone down. There has been a big change in the number 
Ae eel ake SR in the 24 houses under the top eight or 
9 houses. Your percentage goes up to about 60 odd 


per cent from 50 per cent back three or four years ago. 
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COMMISSIONER LEMAN: This, of course, doesn't 

cover the whole industry, does it? 

MR. MILNER: It covers the membership. 

COMMISSIONER LEMAN: You see, in one case 
you have 100 and over and in the next case you break 
it down to ones under 200 and then over 200 and I 
ime tad that you add the two together to get a percentage 
for 100 and over. How many firms does that represent 
out of a total membership of 100 and over? 

MR. MILNER: 18 firms. 

COMMISSIONER LEMAN: 18 out of 191? 

MR. MILNER: Your total is 196 firms and 
that includes all the stock houses in these firms 
because they were having to do with working capital 
or profits or anything else, so this is all our members, 
these tables, and I think you will find when you get 
the stock exchange brief from the stock exchange people 
you Seats that it will tie into these figures. 
I ie put I can find out as to how much increase 
there was in what we call stock houses or stock members, 
purely stock members. 

MR. GASSARD: Mr. Milner's point is borne 
out by the fact that our 1958 survey showed 18 firms 
with 100 and over staff and the 196l1figures showed 
24 firms in that group, so those firms crossed that 
boundary line. 

COMMISSIONER LEMAN: This brings me to a point ; 
which you make in part 2 of that same section, more 
specifically paragraph 46 where you register in a sense 


a complaint about the lack of the available statistics 
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in certain areas of the industry. You indicate some 
of the difficulties you have about getting adequate 
statistics and you say, "fiscal-year-ends among our 
Members fall throughout the calendar year; some 
firms record sales ...", and you list the particulars. 
Isn't this an area where the association could do 
sone think? 

MR. MILNER : I will ask Mr. Beatty to speak 
to that; he is present and is now taking this task 
on. 

MR. BEATTY: Mr. Leman, we were very impressed 
with the value to the association of the preparation 
of the statistics for this Commission, and at our 
annual meeting the national executive discussed the 
continuation of the preparation of such statistics 
on an annual basis for the use of our membership and 
decided in favour of it. We also will endeavour to 
persuade our members as far as possible to standardize 
the procedures in order to make these statistics more 
consistent and accurate. 

Also, at the same time as our preparation 
for the brief has been taking place, we have entered 
into efforts with the Dominion Bureau of Statistics 
to furnish important statistics regarding the capital 
flow through our industry for them and I believe that 
this will help our own series as well. 

Also, we have made available to the Bank 
of Canada and the Department of Finance and the 
Dominion Bureau of Statistics our own series which 


we prepare weekly on the capital flow through the system 
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We don't feel, however, that these particular statistics 
are sufficiently well developed to merit their publicatian, 
but we are working on them. 

COMMISSIONER LEMAN: ‘This is what you are 
referring to in paragraph 56 where you say that this 
is your intention. Could you specifically say what 
series, what statistical series you have in mind starting in 
and maintaining in the future, or is that. not quite set 
yet? 

MR. BEATTY: It is not quite set yet, other 
than the fact that the, statistical data prepared for 
the Commission appeared to us to have aon edde route 
value and we wish to maintain this on an annual basis. 
It is much simpler for us to plan in the future the 
development of statistics than to dig them out in 
the past. If we know we are going to require them 
it will be easy for us to keep them up. This relates 
to capital, profits, the whole series; inventory. 

COMMISS IONER LEMAN: If we might turn to- 
another subject now, I would like to talk a little bit 
about underwriting. You describe in the brief what 
the procedure is for underwriting. Starting first 
with paragraph A.51 -- it is A.56, rather -- I 
would like to get a somewhat clearer explanation of 
exactly what are the normal steps for an. underwriting, 
and this is in the area of corporate underwriting. 

MR. MILNER: Yes. 

COMMISSIONER LEMAN: The implication from 
what I read here is that an underwriting AO 


is signed, after which a prospectus and various other 


otk eas, 
i is 1 ees 7 


ie a cuaeds 8 


dais. dey toa edtup sia at I 


“10% perage'sg sta ‘eontatage oft a 
eldeabtanoe ovesl od au os baraeaie, sn | 

catnad fsunos 418 fe eds sadatem oF datw ow bem tay | 

ont onus eat DE nelq od at TOT velgata, oom ah, at | 

nt tuo Mordd Bib of aged aotiettate 20 snemgotered 


siete evhoper od ee ee | ont 


ee 
fit 


| Ne nnn te 


R aad s.len ata? oge merit qaent ot Bi, 10% yaa od fitw at 
Maotpeavcat A SREAE eforw odd - folios Andee, of mM 

od crud dig.te Si ae WANT, ReMORzeMEOD i) 4 

tf, sLedtl & tLed ot exit bivow ¥.) Wer, “dostdra, sedvoas 


7 


vatw teitd: edd nb eddtoreb SOX .aatetenrapaw suods | ‘i A 


Jarht goliisds -aezatewaabew mer, eh. aiwbesog: odd 
I «- Tonite OR, A ah JE <= La. dqesastaq daw 


to coktenatans vanasto: Janwonos: s ten ot atl bkvow i 


waitsd ptetica (1s xo% eqote Lsmtoo rath era, Jorn. wit 4p -P 
ai 


Boltl awrebary atenoqios to. eons oxtd oh et a te 
bie foe! at si 


LLC ALT CCC ON nt nN etl tal enti, 


as 


iebes ors i ca ; 


4 =i wath if 2 


if pet 


Nethercut & Young az 2693 a 


Ferente, Ontario 


documents are prepared. Does that give the <ROPEGBION 
that the price that the borrower is going to get is 
fixed before these other steps are taken; is that 

the proper conclusion? 

MR. MILNER: Are you referring now to corporate 
underwriting or referring to underwriting generally, 
because there are two sections to it. 

COMMISSIONER LEMAN: Let us start with 
corporate underwriting. 

MR. MILNER: It is Appendix E, that is the 
one which we want on corporate underwriting. 

COMMISSIONER LEMAN: Yes, there is a descriptio 
of it in this series in the paragraphs on page 18, 19 
and 20 of that section. 

MR, MILNER: I am going to ask Mr. Sutton to 
speak to that corporate underwriting. 

MR. SUTTON: Mr. Leman, your question relates 
to the timing and pricing of an issue, is that right? 

COMMISSIONER LEMAN: Yes, when the prices 
are actually fixed. Usually in the discussions between 
the underwriter and the borrower some indication is 
given of the area of the price which probably would be 
utilized -- and which remains in the area -- but 
the specific price is not established until quite shortly 
before the issue is filed with the Securities Conmission. 
This is because market conditions eh change, of course. 

COMMISSIONER LEMAN: And that is quite shortly 
before the issue, a week, or what? 

MR, SUTTON: No, sometimes it is even a few 


days, sometimes one day. 
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MR. MILNER: In a nervous market a person 
is left until the last moment that is possible before 
coming out with the issue, and the borrower is fully 
aware, as Mr .Sutton says, that there is a spread -- 
he has agreed, for instance, that his money cost 
will be somewhere, let us say, between 53 and 5% per 
cent; between a range that would be given at the 
initial discussions. 

If during the interval between the discussions 
and the coming to market, the market changed so it 
had to go to 6 per cent, the underwriter would have 
to go back to the corporation and say, "It is impossible 
to do under the; spread we have got now, between 54 
and 52; do you want to go ahead at 6%%" and the 
answer would be either yes or no, we will go ahead 
regardless of that. From the underwriters! viewpoint 
the profit margin remains the same. There is no 
daattaonal profit no matter where the pricing is. 
Let Pa ee there was 24 points in the business, 
4 per cent, it would be the same 23 per cent whether 
there was 54 selling at 99 or 98, it just comes off 
the bottom end. 

COMMISSIONER LEMAN: Provided you sold to both 
of them? | 

MR. MILNER: Yes, the margin is not increased. 
in the normal -- the arrangement is made with the -- 
or, the borrower makes the arrangement with the under- 
writer initially as to what is the proper amount or 
margin -- or whatever you want to call it -- to issue 
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COMMISSIONER MACKINTOSH: But rr you are 
moving at the 6 per cent and the issue is. over “subscribe 
and all sold by 10 o'clock in the morning, that is a 
more profitable operation than if you had priced it 
very closely and it takes some weeks to clear it all 
up? its : 

MR. MILNER: Yes, that is correct, put the 
underwriter. is taking his best judgment as to the 
proper price of an issue. An: issue tintudantonopenly 
priced, the hope is it will go to a slight premium. 

The underwriter does not want to see an issue go to 

a 5 per cent or 6 per cent premium. It just kills 

the whole axetr button | You have got the wrong people 
owning the issue, and you have che Rene aero ids nace eos 
having to resell it in the seivirneenty market. 

COMMISSIONER MACKINTOSH: I was nok, eritioszing 

the procedure. I was just trying te understand. : 

COMMISSIONER LEMAN: In this process of 
judging the market, what are the tools at the ‘disposal 
of the aitenweited or the manager of the syndicate? 
There is his judgement, with: ouavahl ine prices of bonds 

on site Okawe pial at yeinethetanke tratvthestide abut 
ean he do anything more to help his judgment? 

MR. MILNER: I wish there Se ea we live 
largely by our wits as far as pricing an issue is 
sehecbheus We have to try to assess the prevailing 
market on securities both as to whetler we are ina 
rising market or a falling market, and we have to judge 
the availability in the market at the time of {Ssue 


of similar securities of an equal calibre and try to 
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price it in that range. The fact we are all still in 
business means that over the course of the years we 
have been fcrtunate in pricing more issues correctly 
than incorrectly. You only go along a certain period 
if you price them all wrong. 
COMMISSIONER LEMAN: To what extent are you 
allowed to talk to anyone about what they would pay 
for a bond or for a certain maturity of XYZ company? 
MR, MILNER: Well, the large underwriter who 
is taking a commitment -- let us use a figure: A 
$10 Aa idan bond issue of a corporate issue: He wants, 
or his ambition is, to have the large institutions -- 
the professional buyers have to break the backs of the 
issue when you eat into that size. You cannot sell that 
issue retail. That type of issue is an issue that 
institutions -- I am assuming this is for tnatatational 
purposes -- and the underwriter during the course of 
the negotiations discusses with certain of the larger 
buyers the security they are prepared to bring out, and 
discusses the rate they are proposing to deal, and 
those buyers will give an indication, "Tf it were to 
come at 98 we would be definitely interested." He hag 
then, not an order, but he has an indication that 98 
is a satisfactory price to company A. If companies B, 
C, D and E all say, "No, we would not even look at it 
unless it was 973", then he has to reduce the price, 
If he determines then in his own mind the concensus 
. is that 98 is too high, he will go to that 974 figure. 
COMMISSIONER LEMAN: But that. is as fear as he 


can go -- just a rough indication? He can't before 
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actually offering practically get a commitment from 
anybody? 

MR. MILNER: Oh, yes; it is quite legal under 
the Securities Acts to talk to professional buyers 
prior to an issue being sold to the public, and in some 
instances you have actually firm orders-- most: instances, 
I would say. I will ask Mr. Sutton to speak to that. 

MR. SUTTON: Yes, we are allowed to talk to 
the banks aa life companies and trust companies, and 
of course we can sound out potential buyers in the 
United States. So, you can get a pretty fair idea 
of the institution support for an issue before it 
actually comes out. Sometimes, of course, opinions 
differ as to what a proper level is, and if the under- 
writer Cisagrees with the institution, this is where 
the retail force comes in. | 

COMMISSIONER LEMAN: This is in the area 
of corporate finance. It is substantially different 
for other types of issues, like provincials, say? 

MR. MILNER: I am going to ask Mr. Ely to 
speak on that. 

MR. ELY: Yes, it is substantially different, 
Mr. Leman, in connection with provincial issues. You 
can judge provincial issues and municipal issues very 
accurately except under most disturbed market conditions, 
and it is seldom the case where we would discuss with 
the buyer the pricing of a provincial issue or a municipa 
issue before coming to market. 

| COMMISSIONER MACKINTOSH: Is that because there 


is more trading in them? 
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MR. ELY: It is because you measure the value 
of a provincial or munieipal issue by the going rate 
on the Dominion of Canada bonds, and there exists a 
reasonable spread between those types of securities, 
but in addition to that the institutions, who, by and 
large, buy a fair proportion of what we call high-grade 
issues -- provincial or municipal issues -- would be 
inclined to want to buy it at the cheapest price 
possible, and that is not always a good thing for the 
borrower. So, we rely on our own judgment to price the 
issue knowing perfectly well it is a fair price both 
to the borrower and the person who puts up the money, 
and also with the realization that if we don't sell 
a fair percentage to the institutional buyers there 
is a broad market for that type of security elsewhere, 
and if we were dictated to by the institutions in all 
cases the borrower would suffer -- except that there may 
be an exceptional situation where markets were highly 
disturbed, and then perhaps you might change the rules. 
COMMISSIONER LEMAN: To revert to the other | 
factor we were discussing relative to corporate finance, 
in, say, a provincial issue is an underwriter committed 
for a longer period before the offering than in the 
case of a corporation bond, or the other way around? 
MR. ELY: No, an underwriter would be unwise 
to commit himself either in a corporate issue or a 
provincial issue or a large municipal issue except 
immediately before he comes to the market. 
COMMISSIONER, LEMAN: So, in either case, be 


it a provincial issue or a corporate issue, the period 
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is very short before offering? 

MR. ELY: I would say as a general rule you 
commit yourself on a corporate issue the day before 
you go to market, and on a provincial issue you 
commit yourself the day you go to market. 

| COMMISSIONER LEMAN: What happens if you bid 

when there is a bidding process for, say, a municipal 
issue? Between the time you have put in your bid 
and the time you offer -- what length of time -- what 
interval is that? 

MR. ELY; About half an hour. We will put 
in our bid +- say, you are bidding on a provincial issue 
or a municipal issue, and the bids are called for three 
o'clock: We would usually send a letter to the borrowin 
body with no price in it. We would drop that price 
in maybe an hour ahead of the meeting or half an hour, 
and.in another half an hour we would know whether we 
had bought it or not and we would be going to market. 

MR. MILNER: Excuse me for interrupting, 
Mr. Ely, but just to make sure you have this explanation, 
Mr. Ely is referring to provincial issues and the top 
grade of municipal issues such as Toronto, Montreal 
and that type of security. When you get into the smalle 
municipals there is often considerable delay after the 
tender, after you have bought it by public tender, befor 
you can get sufficient data from the municipality to 
be able to make a proper public offering, particularly 
on small municipals. You do your utmost to get in 
advance as much as you can, but there is a ge lay on 


municipal issues. 
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MR. ELY: But not of any great duration; 
it may be a matter of hours. 

MR. MILNER: It may take a day to get the 
proper figures. 

MR. JOHNSON: It may take a day to get your 
prospectus lined up with the proper statistics, but 
your salesmen would be offering immediately. There 
is no prospectus required on a municipal issue, but 
you often may be subject jto a satisfactory prospectus -- 
there would be no delay. ° 

MR. MILNER: But there is a delay that occurs 
if you have not got proper statistics, if he says, 
"Come back when you have the proper statistics". 

COMMISSIONER BROWN: I hope there is not a 
suggestion you are making up your bid without statistics 

MR. ELY; By and large, you just don't bid 
if you haven't got proper statistics. 

COMMISSIONER GIBSON: Mr. Ely, you say there 
is a fairly well established differential between 
Canada bonds and provincials and high-grade municipals: 
Do these vary much, or are they fairly well set? 

MR. ELY; They are reasonably well set. 

They vary under certain circumstances. Perhaps one 
could say there is a yardstick between comparable 
maturities of Dominion of Canada and provincials and 
municipalities of higher grade under certain given 
market conditions. The variation takes place, either 
widens or otherwise, according to the conduct of the 
borrower and the view the investor takes of that 


borrower. 
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COMMISSIONER GIBSON: So the supply of varivus 
_ kinds of security on the market would make a difference? 

MR. ELY; Supply and demand always make a 
difference, and I know you realize that. It could | 
be a worthy provincial borrower might be able to | 
borrow for comparable maturity at one-quarter of one 
per cent below a comparable Dominion,and he might 
still be very worthy, but because of the weight. of 
borrowing eine weight of money he has to raise in a 
particular time, the spread might be forced rte 1t might 
Dal cored to a wider spread. Yet, on the other hand , 
you get the reverse. 

COMMISSIONER GIBSON: So the area of decision, 
in making a bid at any given moment, is pretty narrow 
in range? 

MR. ELY: Very. 

COMMISSIONER GIBSON: What sort of thing -- 
one-eight or EA when you are trying to 
figure this out? t 

MR. ELY: I would think as a yardstick perhaps 
one-quarter of one per cent between Dominion of Canada 
bonds and worthy provincial borrowers, and perhaps 
another 15 ne cents in yield when you step down 
toute municipal field, depending on the borrower. 

COMMISSIONER GIBSON: The question I was really 
getting was, when you make a bid you are thinking in 
terms of a possible range of price that you bid? 

MR, ELY: That is right. 

COMMISSIONER GIBSON: This is a very narrow 
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MR. ELY: Very narrow. 

COMMISSIONER GIBSON: Most of these larger 
provincial operations are done on a group system? 

MR. ELY; That is right. 

COM*ISSIONER GIBSON: A syndicate system? 

Mi. BLY: ‘That 18 .rignt. 

COMMISSIONER GIBSON: And some of them are 
bid, though -- what sort of range do you have on the 
bids where there are bids on a provincial issue? 

MR. ELY: Most of the larger provinces have 
found to their satisfaction that it pane pray to go 
the negotiated route, but when you get smaller provinces, 
for example, Prince Edward Island, there would be 
several bids and the range would be very narrow. 

COMMISSIONER GIBSON: It would be less than 
Boe et cht: of one per cent on yield panies” 

MR. ELY: Yes. 

MR. MILNER: Much:less. 

MR, ELY: It would be more in the Rover of 
half of one per cent, which would be .05. 

COMMISSIONER GIBSON: Oh, on price? 

MR. BLY: On price. 

MR. MILNER: It would be somewhere about 
“U3: -ON- VLELG, There could be some very low bid that 
some person puts in who didn't want them but who 
wanted to bid. 

MR, ELY: Or didn't have any real ideas of 
the value. 

COMMISSIONER MACKINTOSH: I seem to remember 


we got complaints from one province who had carried 
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on its business in exemplary fashion and they had 
great difficulty overcoming the ideas of the industry 
as to what the spread ought to be on their bonds as 
compared with other provinces, and the ideas of the 
institutions as to what quota of their bonds they 
ought to hold. They felt they got slight reward 
for 8 or 10 years of right-doing. 

MR. SHAW: That is quite a long period. 

MR. ELY; I don't quite Saeed that 
question. 

COMMISSIONER MACKINTOSH: The provinces are 
not all in ee ee range? 

MR, ELY: That is right. 

COMMISSIONER MACKINTOSH: Is there not a 
grading among provinces? | 

MR. ELY; The market-place grades them accordin 
to their performance. 

MR. MILNER: You must remember, Dr. Mackintosh 
we are only intermediaries between the borrower and 
the lender, and we have to know, in order to be 
successful where the lender is willing to lend the 
money, and if he differentiates between two provinces, 
possibly wrongly even in our opinion, nevertheless 
ve are forced to abide where we know the bonds can 
be sold or the price they can be sold at. 

COMMISSIONER MACKINTOSH: Your answer is 
that the complaint is against the market? 

MR. MILNER: We have no control over -- we 
have a control to this extent, that we are doing our 


utmost to do business and we are trying to show there 
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is real value in the securities we are offering, 

but up to a point that is as far as we can g. We 
cannot force people to buy two securities at an equal 
price. 

COMMISSI ONER LEMAN: What role can you play, 
for instance, in improving the market for a province, 
for a municipality? 

MR. MILNER: Let me give you an example -- 
this is a concrete example over a period of ten years: 
We did a very large amount of business in the. syndicate 
we are members of in selling Province of Saskatchewan 
bonds in the American market, and the province at 
our instigation prepared a vast amount of statistics 
and we took the provincial treasurer of the province 
all around to the various buyers and they discussed 
it between themselves -- how the province was doing, 
the explanations -- and that has worked out in a number 
of instances eath favourably. Another way of doing it-- 
speaking still on the American type of distribution -- 
some of our firms have asked a dozen or so of the 
American treasurers of insurance companies to come up 
to Canada and have taken them on tours showing them 
the conditions in the various municipalities and 
provinces, and that type of what we call sales 


propaganda, we feel, pays off very: handsomely. 
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COMMISSIONER LEMAN: Are there some specific 
techniques eee I would like to refer you for 
a minute to paragraph A.47 at page 16 of the A section. 
At the end of that paragraph you were there talking 
about municipal finance and you say: 

"As long as a municipality is willing 

to uma negotiated type of under- 

writing instead of the bid system 

and the syndicate can prepare a good 

reception for each new issue". 

Are there preparation techniques used or what are 
you referring to there? 

| MR. MILNER: Well, Mr. Leman, let me put 
it this way: if a smaller municipality brings an 
ieee up for rad aos let us say there are ten 
municipalities coming up for tender during the next 
ten day's time, and there oe 25 firms all intending 
to tender for these municipalities, the cost of the 
preparing of the data in order to come to market, 
if you do not buy one of them it is a dead loss. In 
other words, all your circulars et cetera are obsolete 
as you did not buy the issue, but on the negotiated 
deals where you know you are going to get the issue 
you keep the statistics completely up to date so that 
you can enter the market really on a minute's notice. 

In cities like Toronto, Regina, Ottawa, 
the syndicate managers of these negotiated deals 
are always in touch with the municipalities and their 
information is right up to date, but in smaller ones 


that is not the case and when you are selling smaller 
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municipalities to professional buyers, speaking now 
of the insurance companies who are the true professiona 
buyers of municipalities, they will argue with you 
that with two municipalities there is a difference 
of a fraction of a percent yield between two municipalities. 
How they ever can arrive at whether Guelph or Galt has 
that fine a distinction I do not know, but they will 
have certain rules and each one has in duegerant rule. 
Some people want a large amount of industrial assess- 
any some institutions say: "No, we prefer a large 
amount of household units, not apartment houses, we 
like cities with nothing but houses in them", and all 
those varying factors come into play in the bidding 
and in the selling, so that in your smaller municipalities 
there is just as much differentiation until you get 
down to the ones that are very, very difficult, like 
your local municipalities in the west particularly -- 
in Saskatchewan, Alberta and Manitoba and you get 
rural school districts. It is very difficult to obtain 
the proper statistics ri those municipalities in 
advance. 

COMMISSIONER LEMAN: Mr. Milner, I asked 
what could you do and what do you do to "prepare a 
good reception for each new issue". What are the 
procedures that prepare a good reception for a new 
issue? Are you allowed to operate in the secondary 
market? 

MR. MILNER: No, there is no secondary 
market on municipalities, or 5 ails cade no secondary 


market on municipalities as such. The buyers of muni- 
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cipalities are buying a rate of interest over a period 
of years. They mature the bonds in the normal course 
of events unless there is some very wide spread in marke 
rates in between. But we do our best to educate the 
buyers of municipalities securities as to their relative 
worth. I do not think I would go any further than 
that. That is about as far as we can ZO. The 
important. 
institutions are the/ones and it is our knowledge of 
the requirements that they need that.help.us in bidding 
and we can assist the municipalities in preparing 
ene ea that are satisfactory to those buyers. We 
get the local treasurer to give all types of statistical 
information that is not available in the normal 
information that they keep for public record. 
COMMISSIONER LEMAN: . So this preparation 
process you are referring to in this particular para- 
graph is just a question of preparing a good circular, 
for instance? 
MR. MILNER: That is true. 
COMMISSIONER LEMAN: Nothing in the market 
as such: 
MR. MILNER: Nothing in the market. 
COMMISSIONER LEMAN: Now, we have talked 
a few minutes ago about the short length of time that 
a commitment is made before an issue goes to market. 
In view of the fact that in practically all areas 
provincial, municipal and corporate, there has been a 
tendency for borrowings to be ieee than they used 
to be, the sizes and the level of expenditure of each 


type of borrower -- has the size of underwriting been 
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hampered a little bit by reason of the capital available 


‘to the underwriters? Has that been at alla confining 


4 
ryt 


problem? hy 
MR, BEATTY: The underwriter's own capital? 
COMMISSIONER LEMAN: Yes. 
MR. MILNER: No, I do not think by and 
large -- the underwriters that underwrite securities, 


in my opinion at least, have sufficient working capital 
or assets to cover all the liabilities they take on 
and if the municipalities get too large an issue for 
one dealer to handle he will join with another dealer 
or two or three dealers in order to share that liability 

| COMMISSIONER LEMAN: Well, what impressed 
me, Mr. Milner, over the years is that in the United 
States, for instance, for a given size of issue ~~ 
I am talking about large ones, let us say $50 million 
and up -- generally the underwriting group is much 
larger in the States than it is in Canada. Why is that? 
I have seen underwritings in the corporate finance | 
field of $75 million or $100 million divided among 
150 underwriting firms whereas in Canada the syndicate 
groups are never that large, are they? 

MR. MILNER: No, but, Mr. Leman, if you 

are referring to the American market, the American 
market is a far larger market even relatively than ours 
is and the liability factor is of much oid importance 
in the American market than it is here because they 
Will be bidding there not on your $50 million or $60 
million issue, but on six issues during one week 


totally $260 million, so they of necessity must get more 
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and more people into their underwriting groups in order 
to share that liability. 

Here in Canada our working capital -- I 
assume that the working capital of our industry is 
as high as the corresponding American working capital 
taking it over the whole range now -- not talking about 
Morgan-Stanleys -- but just relatively speaking the 
one phase of having to bid on six issues in one week, ..~ 
the placing of issues in Canada is different from the 
Ree te market. There is a much broader market. 

COMMISSIONER LEMAN: Would you say in 
relation to the capital available to them in the 
States, relative to the liability that they have 
on risk at any one time, the relationship is about 
the same? 

MR.MILNER: About the same, I should 
think. | 

COMMISSIONER LEMAN: Due to this number 
of undertakings or commitments in a short period of time? 

MR. MILNER: That is correct. 

COMMISSIONER LEMAN: But would the larger 
capital in the hands of the underwriter enable the 
underwriter to take a risk over a longer period of 
time, for instance? 

MR. MILNER: I think that the average 
underwriter in Canada wants to limit his liabilities 
purposely. He does not want to buy everything that 
is offered. He is content to do what he regards as 
his share of the business. There has never been 


any lack of working capital that has restricted any 
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of the bidding I have seen in See. 

MR. SHAW: I think on that, if I may Mr. 
Milner, it just is not the same business, to carry 
any liabilities for any length of time, because your 
market does change so quickly. The important point 
is to underwrite your issue aad sell it as soon as 
possible. 

COMMISSIONER LEMAN: What I am trying to 
gauge is what the real reason is. 

MR. SUTTON: The reason is really the 
change in the market. 

MR. SHAW: And that is where the losses 
occur over a period of years, it is in the issues 
that have been undigested within the normal market 
period that the normal losses when they do occur 

eas far outrun the margin of safety you provided in 

your pricing to provide for that risk factor, and 

: firetashac occurred in all sections of the market 
in the memories of all of us. We have lost sub- 
stantial amounts of money in what could be considered 
good provincial issues which were placed ahi time 
too tightly for the then existing market and before 
you could get them to the market the market had fallen 
are from you and you would wind. up with losses that 
would far outrun the profits in that same province 
over a period of several years of underwriting. 

COMMISSIONER LEMAN: Is there some difficulty 

in defining and measuring exactly ee a would call 
abaes on underwriting? Is that a clear, precise term 


or a little vague? In other words, you might have to 


eeu 
ie ig 


f 


sit uLlsor at. towas 


“i "LOD Cr . fy wants aod veneot secon oat, ti, 0) | 
t { 
| it Beblyotg vay wietee to. we or 
| 
| 
| 
| 
‘ 
| 


4 . Jovian: site To arto Boge ita ae 
; "de Jeol. oved)oy dd to: Lie Yo. SOLO MMO) 
beteb tenoe od Sivoo Serio at nail 2a. adios ieténese 
| emth old ve booslg stew donde. ror } eboatveng boos 


VIS ae 


e10'hed Are veut em anbiatne ond sit 29% qlidatd: cot 
nelis? bat Jonieem ont Foshan en ot ody $33 blyoo: Hoe 
tsit aseeolr ddiwogs. bolby’ pisow woe bas BOY aon wane 
eomiveig emse tert mh ede? rig arid mirrd0 "st iver : 


eri 4 


anid inwrebay, 2 saigig Cero vie botuea © move | 
| JviversiZs emo ten? at 


wed selosrc THES 6 soft a I) Sgeabe ts 1 
cai Des s i} ee A 
Ret iee dizig voy .abrow teag oe . 


iste, € 


Nethercut & Young = Ci = 


Terento, Ontario 


sell a bond you had paid so much for and sell it at 
a point or two less. That is a clear loss. You 
might consider that you had suffered a loss if you 
carried that bond for a length of time you had not 
expected to carry it, but are there any statistics 
on losses on underwritings in the industry? 

MR. SHAW: There are in the individual 
companies. I would not think they would be available 
On an association basis. Each of us knows how we 
have done at the end of the year on our underwriting 
Business and we would hope that we would keep to a 
minimum those cases where you did distribute the 
whole Teena at your cost or better. But they do occur 
and I think it would be a safe statement that in the 
American market there is much more of a tendency and 
they have Had more of an experience -- wyteh might 
emeae 1s answer your previous question -- where, if 
the market. moves against them they are very quick 
to take their losses and move out, and it is not at 
all unusual to see an issue having come out priced 
at $99.50 and be some 60 per cent sold and see the 
last 10 per cent sold 2, 24 points sometimes below, 
and these are figures that are crossing our desks 
all the time. We watch the American operations down 
there and it is a much more frequent occurrence. 

COMMISSIONER LEMAN: This occurs much 
more frequently in the United States than in Canada? 

MR. SHAW: Yes, perhaps not relatively 
but we are talking about a 15 to one ratio, if you 


like, and because of the size of the market, of the 
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complexity of the operation we will see occurrences 
perhaps more frequently in absolute cases than we 
would see them here. We do not have such statistical 
or recording cases here so frequently. The point 
I am making is that it is not at all unusual as you 
watch the flow of corporate underwritings in the States 
in a changing market to learn through your American 
affiliates that this or that particular issue is 
being cleaned out well below the issued price. Hope- 
fully, every time it is the other way. 
COMMISSIONER LEMAN: Why is this? Is that 
because tie take a longer risk in point of time? 
Gaeta taiy you do not mean to imply that the quality 
of judgment on the market is worse there than here? 
. | MR, BEATTY : Ton is a question of velocity. 

MR.SHAW: I would say that in that larger 
market those cases emerge more frequently than they 
will in our smaller market operations. 

COMMISSIONER LEMAN: Might it reflect a 
somewhat tighter underwriting practice there relative 
to the market? It must reflect ponechank® I think 
you said it occurred a great deal more in the United 
Shabes than it does here. What is the cause? 

| MR. SHAW: May I pursue the answer fora 
moment, Mr. Milner? 

MR. MILNER: Certainly. 

MR. SHAW: Is it not related to what Mr. 

ay iner has said, that at any given time one firm down 
there can be operating in several fields and the 


possibilities of error are probably greater than here. 
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We operate much less frequently and we are not forced 
to take such hurried judgments as might happen down 
there. 

MR. MILNER: And there is one other point. 

- There is a very marked difference in those two markets 
to the extent that in Canada we have a much broader -- 
What we call a retail market. I do not mean to pes 
these are Mrs. Smith's and Mrs. Brown's that are necessa ily 

| buying, put you have little funds of various kinds 
in Canada. In the American market, it relies entirely 
on institutional demand. They have practically no such 
thing as retail except for tax-exempt municipals. 

COMMISSIONER LEMAN: And this type of cus- 
tomer is a tougher customer to sell and to judge ahead 
of time than the small retail customer in Canada, is 
that it? 

MR. MILNER: Yes, the ordinary smaller 
buyer A Canada is buying a rabies Of interest. He 
wants to invest his money at, call it 6 per cent if you 
like, and you sell it to him at 6 per cent and he is 
perfectly satisfied. Your corresponding professional 
American buyer is working on spreads -- he will say 
"Rather than pay $100 for that bond I only think it 
is worth $99-3/4" and he will not buy it at $100. 
We sae distribute a lot, of our, issues here. --.1.do not 
mean to say we are distributing at a false value to 
the public but the public are not trying to purchase 
an issue for resale the following morning. Some of 
our institutions do, but the. public as a whole here 


are what I would call long term investors and in the 
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American market eney have no such way of distributing 
that 20 per cent or 30 per cent of the issue that we 
have here. 

COMMISSIONER MACKINTOSH: I do not really 
believe that the urso phisticated investor is as large 
a pillar cf: strength to this industry as is being 
indicated from time to time. 

MR. SHAW: Is not the difference you were 
dwelling upon earlier that here in Canada we are 
different from our counterparts in the States in that 
many of our firms are integrated and the underwriting 
firm has its own distributing organization and that 
does not occur to anything like that extent in the 
United States? We can take on a whole issue bolstered 
by the knowledge that you have a distributing organization 
through the country through whom you can atateinire 
and place your securities. That does not ocour in 
the United States market. The underwriting used in 
most cases is to underwrite and distribute to other 
houses or directly into the institutions and move 
on to the next and if they are caught with an issue 
they do not have their own retailing organization to 
help them place it. 

COMMISSIONER MACKINTOSH: It all comes batk 
to what Mr. Milner said, does it not, that they have si 
issues cOming up in a week and it pays them better to 
get on to the next Job and make their profit cue of 
that rather than to keep a dead duck around trying 
to recoup some possible loss there? 


COMMISSIONER LEMAN: On. the other hand, thene 
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are more people working at this judgment of the market 
all the time down there than there are here, and that 
is probably in proportion to the number of issues going 
out, is it not? 

MR.WADDS: There are more people working 
in the market. There is no question about that, but 
the Sheer velocity of these issues in the United States 
and the rapidity with which your. utilities market, 
for instance, changes in price is such that overnight 
a piece of merchandise that looked attractive yesterday 
could have broken a half a point. People do not want 
their liabilities to pile up too quickly so they get 
out and the market changes very rapidly. 

COMMISSIONER BROWN: The Canadian market 
to a large extent being a retail market is less 
sensitive too? 


MR. WADDS: I would say that is right. 
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MR. MILNER: Providing that you realize 
that the word "retail" is not referring to individuals. 
The retail is what we call not large, or whatever you 
want to call them -- large institutions. It is the 
250 small-ones-under thatrtop’50°that.absorb’a lot 
of our securities here. 
MR. HUNTER: Might I also mention that 
in the United States market practice seems to be 
that new issues are bought for cash in most instances 
whereas on the Canadian market there is a much greater 
tendency to trade out other securities. The flow of 
cash here is not as great, and we take over securities 
quite frequently which people are prepared to sell 
to buy the new issue and this tends to place the 
new issue fairly satisfactorily. 
- “GOMMISSIONER GIBSON: Does this mean that 
the American investing public have much less taste 
tod fixed income securities than the Canadian investing 
public? 
MR. MILNER: Definitely less because they 
use the tax municipals for their retail accounts. 
COMMISSIONER GIBSON: Somewhere in these 
papers it has been pointed out that these are mainly 
pretty rich people which the tax element supports. 
I would judge from what you say both in the brief 
and recently that there is a much broader market 
among the generally lower income levels for fixed 
income securities in this country than in the United 
States. Is that a fair statement? 


MR. MILNER: I think that is a perfectly 
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true statement, Mr. Gibson. If you go back in history, 
during the first world war when we started victory loan 
we were able to finance both wate by public money to | 
a much greater extent than the United States which 

has no such means of distributing their public debt 

in the hands of the small people, 

_ COMMISSIONER GIBSON: I realize that, but 
you are really saying it applies to municipal and 
corporations as well? 

MR. MILNER: Yes, as well. 

COMMISSIONER GIBSON: It is not just the 
distribution that is involved. 

MR. MILNER: It applies to all fixed 
interest bearing securities. We have a far greater 
distribution of fixed interest bearing securities 
in Canada than they have in the United States, far 
greater. 

COMMISSIONER BROWN: Can you give us any 
theory as to why that is so? 

MR. MILNER: I think every one might have 
a theory about it. It is a matter of history, that 
is what it amounts to. The American public obviously 
have a different theory of investing money than the 
Canadian public does. 

COMMISSIONER GIBSON: Maybe they have more 
aggressive stockbrokers. 

| MR. MILNER: I think that is probably a 
fair statement. There has been a lot of criticism 
in Canada of our being unable to develop our own 


industries because we cannot raise sufficient risk 
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capital. People will not invest in risk industries. 
That is probably a very valid criticism. We lack 

a certain amount of courage, but the truth of it 

is at the moment at least that we have a much greater 
proportion of fixed Ieeteat hearine securities 

held by the public in general than they have in the 
United States. 

MR. ELY: May I speak on that subject for 
a moment, Mr. Milner? 

There is the fundamental reason for this 
that in United States the government is financed 
through the medium of setting a price on issues 
with no ulnar to the dealers, so therefore 
no dealers do any public distribution, and why should 
they? The only time when a dealer participates 
to any extent in the United States in government 
issues is when he believes the government has perhaps 
made a slight error and underpriced it. That is not 
sound business. In the United States the government 
does not pay a commission to dealers for the dis- 
tribution ppunein issues and therefore they do 
not et distribution and they did not during the 
re so ee have lost to themselves a very big 
public market which we have developed under our 
system which, in our opinion, is better. 

COMMISSIONER GIBSON: You would say then 
it is more than technique which they have in the nature 
SNS: dealer business? It te the difference 
in the character and attifude of the population which 


accounts for this? 
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MR. ELY: Well, that character of the 
population to buy fixed income securities in the United 
States has not been exploited because of the fact 
that no commission is paid on government issues. 

This has been developed in this country to a very 
marked degree. 

COMMISSIONER MACKINTOSH: What do the 
poor Americans do with their money? 

MR. SHAW: They buy mutual funds. 

MR. ELY: They buy mutual funds and shares 
and fixed securities find their way into large pools 
like insurance companies, banks and trust companies. 

COMMISSIONER BROWN: And what about the tax 
free? 

MR. ELY: The tax free generally finds 
their way into the trust company where the trust 
company is. handling the affairs of a See itie person. 

MR. SHAW: It goes back years to the 
wartime financing of the first and second wars. 
During the second war we had victory bonds in the 
hands of one out of every three of the population. 
The investment dealer industry organized these | 
campaigns and received remuneration for doing so. 

In the United States your savings bond programs 

one handled in quite a different way. Tn no 
organized way did they mobilize the dealer industry _ 
to place the indebtedness of the federal government 
with the population. Here we did. 


COMMISSIONER LEMAN: Is this a form of 
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government issues? 

MR. SHAW: Perhaps we were forced to do - 
what we did and they were not. It took a real 
organizational effort on our part to take over our 
problem of handling the money in the latter part 
of the’ Tirst war and the second war. Their larger 
markets and larger population did not make it necessary. 

COMMISSIONER LEMAN: Now you described 
the pattern of how these various types of securities 
are distributed in the mene in in the United States 


as contrasted with what happens in Canada. Could 


one base a judgment as to which is the more desirable 


type of distribution on those facts? 
| MR. SHAW: We think, relating to the age 
of cur economy and stage of development, if you like, 
that what we have developed here has proven to be 
very workable. We equally feel that we Pouta: 
not have just borrowed their type of operation 
because it would not have worked for basic reasons. 
MR. ELY: The borrowers in Canada would 
never have been able to get the kind of money that 
we have beth aes to raise had we gone their way. 
| COMMISSIONER LEMAN: That might have 
forced the corporate borrowers more into the equity 
field? 


MR. MILNER: Yes, conceivably it could 


have forced them more into that field. Remember, 


however, that the United States is a supplier of 


capital to the world in general and has been a supplier 
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for a number of years, ever since the end of the first 
war. We have been a borrower of capital. We have not 
had sufficient capital in this country to develop 
with our ‘OND money. We have had to borrow outside 
the country. You have got the same thing in England 
even still. There is a surplus of investing money 
in England looking for investments. Here we are 
on exactly the reverse foot. We have a surplus 
of investments but lacking buyers. 
| The development in this distribution market 
in Canada in my opinion has been one of the greatest 
things that this country has ever witnessed. I think 
it has meant that we pare sinanced a lot more of our 
own internal business than we could have done if 
“we used the American or British methods. 
COMMISSIONER LEMAN: Yes, but I thought 
- you had mentioned that there was not enough enthusiasm 
or demand for equities in Canada as a result of people 
investing in fixed income securities too much. 

MR. MILNER: Oh, I merely said there were 
some people who felt that we have not properly develope 
the risk ee market in this country. A number 
of people have criticized that Canadians as a whole have 
not been prone to buy risk securities. 

I think a perfect example, if you want 
to put it on a different basis, relates to the complain 
for instance among the people in the Maritimes, that 
the shares of the Bank of Nova Scotia are now spread 


across the country. The Bank of Nova Scotia was a 
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Maritime bank originally, but over the course of the 
years it all has been redistributed in other parts 
of Canada merely because the citizens in Nova Scotia 
apparently were not willing to maintain the investment 
in their ote bank. 

COMMISSIONER BROWN: Sometimes those 
people moved out of Nova Scotia. 

_ MR.MILNER: Yes, some of them did. There 
is no Ore there is a weakness in this whole 
structure of ours for raising what I would call good 
risk capital. Now, we have no trouble in raising 
any amount of money for the really high speculative 
moose pasture capital. 

COMMISSIONER BROWN: When you say "we" 
are you speaking for all the investment dealers? 
MR. SHAW: Those other people. | 
COMMISSIONER LEMAN: Do you think the I.D.A. 
members could play a role in correcting this? | 
MR. MILNER: I think we are Sten a role. 
I think if you could analyse our figures as an 
association,in the past twenty years, you would find 
_ the industry as a whole has ee i ote ae 40 per 
cent of its net profit from selling equity securities 
whereas twenty years ago it was not even 10 per cent. 
We have improved tremendously. 
COMMISSIONER LEMAN: That is the distributio 
of new issue equity? 
MR.MILNER: No, not necessarily equity 


Securities as such. 
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COMMISSIONER LEMAN: Mme miatre the secondary 
market? 

MR. MILNER: Oh, yes, secondary market. 

COMMISS TONER LEMAN: Are there any tax 
structural problems in the tax field between the two 
countries that have contributed to this result outside 
of the special factor of tax exemption on munickipals in 
the United States which we know about? The general 
structure of taxes is not sufficiently different, is 
it, to produce that result? In both countries 
interest in the corporate field for tax purposes 
is similar? 

| MR. MILNER: Yes. 

COMMISSIONER LEMAN: The corporate tax 
levels are quite comparable, so are there any tax 
features that may have produced the result? There 

has been the effort in Canada through the 20 per cent 
tax rate that we know of. 
| MR.MILNER: Our income tax here, if you 
take it down to the basic fundamentals of the income 
tax structure, is far higher than the United States 
income tax, particularly in that bracket of people 
that can invest money in equity securities. We have, 
for instance, as an example, that they share theirs 
with their vives, so the income is cut in half immediately. 
You simply split it between the two. You do not 
get the people in the 60 per cent bracket in the United 
States because they add their wives on to it and cut 


it down to 30 per cent, and they have higher deductions. 
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COMMISSIONER LEMAN: Here you are ae 
about the tax structure from the point of view of 
the investors. There is no difference from the point 
of view of the borrowers, is there? 

MR. ELY: There is no fundamental difference 
from the standpoint of the borrower. 

COMMISSIONER LEMAN: You have pointed out 
the differences from the point of view of the individua 
investor. 

MR. BEATTY: The formation of capital for 

equity investment took place during periods of low 
income tax or no income tax and there was not a 
comparable period here. 

| COMMISSIONER LEMAN: But what Mr. Milner 
just said seems to argue exactly against the result 
we have got. If our personal tax ae re Be in your 
opinion is higher here and if we have the 20 per cent 
dividend’ exemption; at least rebate for tax, why do 
people still have a preference for fixed income 
securities where they pay more taxes on it? 

MR. WADDS: I think we might say they 

are all perhaps accumulating capital in this country 
which, as Mr. Beatty said, took place many years ago in 
the United States under a lower tax structure. It 

is customary to save some money before you put it 
into equities. The fixed income securities in this 
country is a medium savings. I do not think we have 
sufficient free risk capital in the hands of the 
individuals to generate this vast equity. 


MR. SUTTON: There has been a change. Mr. 
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Milner mentioned the change in the importance of the 
equity business to the investment dealers in the 
last 20 years. I should say most of this has occurred 
in the last ten years. I think there are perhaps 
two basic reasons for this. One is that dividend 
tax credit, and the other is this fact, that we have 
had a rising stock market and more and more people 
becoming attracted toward it and putting a higher 
proportion of their portfolios into it. Both of 
these have influenced this trend in the last twenty 
years. | 
COMMISSIONER BROWN: Would it have anything 
to do with the relative margin of profit on the 
underwriting of new issues of debt type securities 
in th- two markets? | 
MR. SUITON: No, I do not think so because 
your risk is greater on the underwriting of common 
stocks. 
COMMISSIONER BROWN: I am speaking about 
the markets in the United States. Is, there. a 
narrow margin on the underwriting of the debt type 
securities that induces them to take it into institution rth 
MR. SUTTON: This again is a reflection of 
the historical trend that Mr. Ely mentioned. The | 
underwriting margin on large debt security in the 
United States is smaller than in Canada because it 
is pretty well marketed to institutions. Whereas, 
here we do have retail institutions where the costs 


are higher and therefore the margins are higher. In 
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stocks, of course, you have commissions established 
by the stock exchanges. In the case of mutual funds 
you have your loading charge of 7 or 8 per cent which 
compensates and enables it then to reach a larger 
proportion of the population. This trend has been 
underway in Canada too. 
MR. SHAW: Is there not a danger in this 
attitude that the Canadian public is too averse 
to equities; is there not a danger that this is being 
a bit overdone? When one looks at the job that has 
been done in Canada over the past certainly ten years 
in extending the capital for chartered banks; the 
large rights issues; the additional equities that 
have come into the utilities through the rights 
neeuee: the general field of rights issues -- when 
all added together during the past few years that 
represents a significant addition to the equity 
holdings in Canada, and the greater part of that 
responsibility for the distribution has rested within 
our membership. Sometimes I am inclined to be a 
little irritated with this suggestion that the 
Canadian is all debt minded or fixed interest minded 
and has no proper appreciation of the possibilities 
of equities. 
COMMISSIONER BROWN: I think this is something 
On which we would like to get an opinion expressed. 
That is, has this historical preference for debt 
Securities in the Canadian individual retail market 


been a good thing or a poor thing? Has it been in 


the investors interest or has it not been in the investars 


- -— > , a t i ie ah we 4 ve . pA 
i «i | ig + « 7 
> ; wes ee o. ae ar 0 oa > . 
5 = Ar N oe a or 2s : "ss )* 3 
7 A F , ai «% te 
7 re ww Sas vw «2 = ‘ i is 
¥ of ia : ‘ 7 4 ; 
a i ¥ _ “4 s a, » 
x aa ’ A 
" - - A i. > ae ‘ . 
en ve ~ > 7 jah r 

7 a ete et" Techy aa a - : a) 
. ae... 7 j 

: a Ae 7 7 ‘ 

~ ath » ve J ah iy a" 
S > Be i 7 a 

S a" : , ¥ 
_ 4 p } - ' 

4 : - yi, : 7 Kae 
< 5 ¥ M ae es . 7 ‘a: al ‘lL = ¥ 

oe rol = 
: Mie 2 ae - © ; 
ns _ i 4 * = “s 
F . ; T 


anted ak alad dade or) ‘9 doo one a 
sett ‘teria dot, ‘ati a8. woe’ 900 Ee it sel ob 
era ned Yimtsireo Jeng oid ‘weve some ak 
ord ‘Yebinad portiideado ro inn a ne 
ted? setttupe fkadedatbs ot yoouear mn te 


eter ond yuo aetebneay. one eset Bai09 aved pe 


AK 7 


“Beit -- eatent adiats Yo bias? seer. |” 


“gd Eup “mt od fotvibna deen etiate: a odneaangen 
veds to Iraq teteeng ony bas sari 80 pt agnnnted | 
a A 


ainciw hateen ney nod tae techs: ans tor warcestemenet wh | 


8 ad ot beakfoat diet esti tenon - gisterederem “10 . 
ond Seda sot dengae ete face bedadites orvtet | 


bebntm Jasredat pani? t0 baBrdar 306 sue at sanbaned | 


q 
{ 
| 
ie | Peet etaey we” tee ‘ott sorb a 
| 
| 
. 
a 


aeitritdieaon add’ 


co st afd siatdt Fs) MOL ELE MMOD 
beaestore dofstgo as fey ov suth tuuow oF carn 
sds to? sonstetenq ceorsosd white tat ek tan 
sewtsam Lt aver levbivttnt mebdeese eer 
HL seed It aah tyntts woe #3 89 
a ot 


Peery ae ee ee ee eR ee ue dae 


Nethercut & Young - 2727 - 


Terento, Ontario 


interest? 

MR. MILNER: You are asking a question as 
to whether we think that it is in the best interest 
of the country? 

COMMISSIONER BROWN: There was an indication 
that it was not a good thing. Let us get an opinion 
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MR. MILNER: I would think as an association 
in what we feel -- and I don't want to go back to what 
I said before -- that in a country that is by nature 
one of development, we haven't got sufficient capital 
for our own needs. I think we have raised probably 
as much capital in this country as is humanly possible 
by the method presently used. I think it has been 
a very unfortunate method. 

If we had had the other method -- there is 
no telling what the public would have said about 
the other method -- but our savings bank deposits, 


for instance, are very high here, actual savings bank 


| deposits, people who will not even buy bonds but 


awe will simply leave the money on dep@sit, and we 
think that you are right in saying that there is 
an untapped reservoir of money in this country which 
might be used possibly to better daventties to further 
davénep the country, but I think that we at least 
have got the satisfaction of knowing that we have 
got the money in the hands of the public. 

There may be quite a change in the investment. 
attitude of the public. We witnessed in the past 
five years, or we have seen a much greater increase 
in equity securities amongst the public generally 
and I think that that will continue, but the beautiful 
part of it is that we have a backlog of fixed interest 
bearing securities here which we haven't got in the 
United States.. 

COMMISSIONER LEMAN: Someone referred to the 


large pools in the States which are larger than in 
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Canada. Would you say that in proportion to the 
total of savings available for capital investment in 
Canada there is a smaller or a larger proportion of 
pool funds as against individual investment funds? 

MR. MILNER: There. is a smaller proportion in 
Canada of pool funds. 

COMMISSIONER LEMAN: A small proportion of 
the total of this pool in Canada? 

MR. SUTTON: Do you mean in the hands of 
institutions? 

COMMISSIONER LEMAN: In the hands of institutions, 
pension funds and that sort of institutional kayentment: 

MR. MILNER: Mr. Cretzianu, do you want to 
answer that? 

MR. CRETZIANU: The study we have tried to 
make has been hampered by the lack of statistics, but 
it has seemed to us from the figures we have been able 
to find that individual investment in equity is not too 
different in Canada from the United States. 

Samples of family holdings of equities -- 
granted they are for 1959 -- show that there is about 
the same proportion of families in the United States 
holding equities as in Canada and, ashas been pointed 
out, there has been for the past 15 years an increase 
in the interest by Canadians for equities. 

There have been several reasons for that; 
for the 20 per cent dividend tax credit and ea 
the suppresion of the 4 per cent surtax, and I must say 
that the efforts made by the Investment Dealers! have 


an effect in getting interest in Canadian equities 


ae oe - ia 


atduttdant to sons ant at ame, MOL EAINHOD 
in Aram aencre Lenotdutnvent, eo Sraa taae tak abawt 
og donee Woy’ ne vated oro al Biel a oe 


od Betts ovedt ow ybane. oot alien «iM 
vad eo FaP EET ATS ‘to oat: orld ie 


oid SSR: obs edt ece delshiatoniel: faubivibet tedé bat of 
| +8St8RE Sedtnd eri, mowh-abened oz sore? . ot 
— nats tune ee! aarti Con yliow? bo selqnee : 


getase Datta eit ot sotitest, 4 oolduegeng. ones ‘eat t* 


a) oe 
y co) ae 


beiateg need asda bus abaned ia an werttons. aatbiort yes 


easerenk as Simey Of v88s apid a0 teed sar anaes a was 


ivedd 14% sroagey Lanxeves n9ed oven sted? 
Ylsaecet bas dibero xed boebtvih Tae Teg CR edt 
Y8e taum © bas xedwe tise 39q B > errata 
svar ‘anolesd tcomtaevat od? Us oham adaotte ett ¢ 


heviecis ee at Seomsiut gatisey. nk 


aae 4 oe 


Nethercut & Young = 2730 oR 


Terente , Ontario 


on their part. This has taken the form, among other 
things, of a great increase of reserves and in 
development of encouragement to would-be investors. 

On the other hand, the figures we have been 
able to gather on the investment of life insurance 
companies and of pension funds and trust companies 
have proven that it is in this sector that the 
holding of equities is lower in Canada than in the 
United States. The totals we have produced, which 
you will find in Appendix J -- are somewhat sketchy 
and eee onoaiascoe are perhaps not all valid, but 
I think they prove the point that it is in that 
sector that the holdings of equities is perhaps 
much lower than in the United States. 

COMMISSIONER LEMAN: Thank you for that 
information, but that wasn't exactly the point I was 
raising. What I was groping for was this; out of 
the total amount available for investment in the two 
countries, would you say that there is a higher 
proportion concentrated into institutions -- pool 
funds, we call them -- in the States than in Canada, 
or the other way around? Is the individual investor 
a larger proportion of the market here than in the 
States, or vice versa? 

MR. CRETZIANU: I am afraid I am not able 
to answer. 

MR. MILNER: Could we have this question 
asked this afternoon? 

THE CHAIRMAN: I think it is about time for 


an adjournment anyway. 


rm 


ont ak madd shane ab a aii im ue | 


Htoirhy peduborg srt ow. 


; ydotove tartwenor 908 ~- % ibe ogg: 
Gad ‘bitsy ‘hte sors aeehttg on 


saw Io dotog sat vidosxe dike: det sue cotsamrotak ee ‘ 
“to dite  vebdd eew sot at dq aew Ry Sect cantatas: 


Owed ot dromtcavah rot oltel teva owen Lsdod ond) of 
‘woratd Bak edie tact = Oy Biwow ssotuteos. eh ( 


en 


tovesyit Coubbveba ef el  Thavous yaw verte eri 0 i. | 


; 3 | 


edd of npc? ens Sorta sit YO notdnogortd meget a 


esatev solv 10 a0de38 


. 

| 

) 

. 

) 

| ? mi ] 
| Sbhans0 of said eetete ontd OL) meds: Fan oe ee! We 
: 

elds ton aa I bisxts me 1. 


Nethercut & Young - 2731 = 


Terente, Ontario 
COMMISSIONER MACKINTOSH: We would be delighted 
to have it answered this afternoon. 
THE CHAIRMAN: We will adjourn now until 
2.00 o'clock. 


--- Luncheon Adjournment, 


yn 


by 


aah he a, Tae 
WM » Fat def) 4 
a) senge? vith 


¥ 


uly 
4) 


Nethercut &é Young <3 aloe a 


Terente, Ontario 
--- On resuming at 2.00 P.M. 

COMMISSIONER LEMAN: We have no doubt you 
are probably enjoying this as much as we are, but it 
would seem we got carried away a little this morning 
with subjects that do not make the line of questioning 
too logical, so I would like to get back a bit to 
the technique of underwriting as such against the 
results obtained during the last few years in the 
Canadian market. There are numerous references in 
your brief to the formation of syndicates among I.D.A. 
members for underwriting purposes, and I think you 
describe fairly well for what purpose these syndicates 
are formed. What governs the choice of pantners 
or members of the syndicate generally? 

MR. BEATTY: I would like Mr. Ely to field 
that She | 

MR. ELY: By and large, Mr. Leman, the things 
that oo gt re formation of a syndicate are the 
financial strength of the members, their ability to 
distribute the kind of securities that are under 
discussion: for that particular syndicate. ws eoL 
form an underwriting syndicate you are forming it 
on a piece of merchandise and you will use different 
houses for different reasons on different types of 
merchandise. 

Would you like to be specific on a certain 
type of vehicle? Would you like to know how we form 
a syndicate on a cnaiealac aan issue or a municipal issue 
ora Surtbawa ts issue? 


COMMISSIONER LEMAN: Well, if your general 
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statement at the beginning was to the effect that 
it is the distribution aility of the various firms 
for the particular securities --- 

MR. ELY: By and large, that is it. 

COMMISSIONER LEMAN: Very well. However, 
things are not always static in this industry. Do 
these syndicates tend to stick or is there some 
variation from time to time on one issue after another 
of the same type? Are syndicates formed for each new 
issue, or do they tend to be traditional? 

MR, ELY; By and large, they tend to be 
traditional unless there is good reason to change them, 
because some of the members have either gained in 
distributing power or lost some of it, gained in 
financial stability or lost some of it, and from time 
to time as the issues are getting larger syndicates 
have been added to. 

The best example of that, I think, would be 
the Province of Quebec. I haven't got the figures 
at my fingertips, but I think when that syndicate 
was formed -- I think about three years ago or two 
years ago -- there were perhaps 30 in the syndicate, 
and I think hee nearer 50 -- over 50. 

COMMISSIONER LEMAN: On this score what I 
am wondering about is whether there is a bit of 
a vicious circle involved and the distribution ability 
of certain firms is the criterion used for their 
participation in certain syndicates. Does their 
distribution tend to be helped by the fact they 


already do belong to certain syndicates, and is it 
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more difficult for someone who does not belong to 
the best syndicates, who get the best issues, to get 
the distribution that would qualify them? 

MR. ELY: I think that is perhaps a good 
point. By and large, the syndicates that have been 
put together in the past and which are continuously 
being put together usually comprise those people 
who have the criteria I spoke about plus those dealers 
who normally take liabilities. There is a segment 
of our industry that carries liabilities at all times 
and there oe segment that does not. By and large, 
Syndicates are made up of people who normally take 
liabilities for their own account -- have the financial 
resources to do so. So, when a syndicate, to use 
a Saat goes on the line to purchase an issue outright, 
no matter what happens we know that issue will be 
picked up and the borrower will be paid. 

COMMISSIONER LEMAN: But the phenomenon I 
was describing does apply a little bit? 

MR. ELY: Oh yes, I would be the first one 
to admit that some traditional things are difficult 
to break from time to time, but they are broken as 
time goes on; the emphasis aay one tries to 
put the emphasis on the formation of the syndicate 
being made up of people who today have the financial 
responsibility. 

COMMISSIONER LEMAN: And again, this is a 
field where an individual firm -- it is strictly 
cer bias There is no arbitration, there is no 


form of appeal or anything like that? 
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MR. BEATTY: The Association has no part 
in this. 

MR. ELY: It is purely negotiation between 
the syndicate manager or managers and the firm involved 

COMMISS IONER LEMAN: Well, when you belong 
to a certain syndicate for a certain type of security 
that has been existing for some time, to what extent 
are the partners consulted about the price and terms 
of the issue? Is it generally the manager of the 
syndicate who determines all this in negotiation with 
the borrower and then tells the syndicate members 
what it is there is to distribute and on which they 
have to take a position? To what extent do they make 
a specific decision on this particular issue to take 
their normal participation? 

MR. ELY: The steps are these: The manager 
or managers -- and in some cases there are joint 
managers -- first negotiate with the borrower his 
money requirements, time of coming to the’ market 
and approximate area of price, and then usually -- 

I am now talking about other than corporate issues, 
although I can go into that any time -- it is then 
usual to get together the senior members of the 
syndicate for serious consultation on the amount 

and the price, and when they are all in agreement 
that the amount is right:and the price is right, then 
the manager or managers go back to the borrower and 
negotiate the deal. They then take the whole deal 

es the entire underwriting grup who at that time have 


their say on the pricing of the issue and the size of 
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it before the final liability is taken. 

COMMISSIONER LEMAN: This is all done within 
a matter of hours? 

MR. ELY: Hours. Sometimes negotiations may 
go on for some time -- some days ahead of time, between 
the manager or managers and the borrower, on the one 
hand the syndicate managers giving the best kind of 
advice and service to the borrower, and on the other 
hand perhaps trying to fit the borrower into the 
proper place in the market so he does not run up 
against another borrower of similar character or size. 

COMMISSIONER LEMAN: Ina few places in the 
brief -- and again I haven't got my references at 
hand -- you have expressed some concern over the 
quality of the securities that are distributed by 
firms and you say that you feel a strong responsibility 
for this sort of thing because your name is tied to 
various taddees that come on the market. Can there 
be an element of conflict of interests sometimes 
between your position as an underwriter and your 
position as a distributor? 

MR. ELY; I suppose there could be, but the 
question has seldom arisen because I think we are 
the intermediary and it would be the view of the 
dealers, I believe, that if they bring an issue to 
the market that is properly priced both the buyer 
and the seller get good value. In some instances 
we are OOF now move more to corporate issues -- in 
s8iie BIR Eee s I think it is the view of the whole 


industry that there are certain types of corporate 
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securities that are perhaps more suited to certain 
types of investors and we channel our efforts down 
that line. There are certain people that really cannot 
afford to buy at risk. There are others who can and 
are willing to. 
COMMISSIONER LEMAN: In short, it is your 
responsbility, and you accept it all along the line? 
MR. ELY: We accept those responsibilities, 
COMMISSIONER LEMAN: Yesterday and the day 
before we discussed a little bit of this whole system 
with the Life Officers Association and they expressed 
.a little bit of -- I would not say a complaint, but 
a little bit of dissatisfaction with the so-called 
exempt list. How is the exempt list arrived at? 
Again, you might differentiate between the various 
types of securities. 
MR, ELY; There would seldom be any differentiation. 
An exempt list, as our industry understands it, is made 
up of all the insurance companies, all the trust 
companies, all the banks and perhaps in some cases 
certain other large accounts that are peculiar to 
that issue. To put it clearer to you, the Workmen's 
Compensation Board of a province may be on the exempt 
Last for an issue eh aere province, but it would not 
be on the ee the issue of another province 
and, by and large, an exempt list consists of the 
Oe sismi tions I have referred to. 
COMMISSIONER LEMAN: But as between one issue 
and another, would there Ke etats percentage of the 


issue reserved for the exempt list and a completely 
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different percentage for some other issue? 

MR, ELY: ies . 

COMMISSIONER LEMAN: How do you decide how 
much to leave -- just your judgment? 

MR. ELY: From time to time the borrower wants 
to raise money and it is the job of the dealer to 
bring about a transaction at the proper level for the 
borrower and the buyer. At that time -- and it has 
happened many times -- the so-called ee institution 
may have a different view on the market, may have been 
putting all their money into mortgages and have no 
money for bonds. For various reasons they do not 
support the issue, nor are they interested in the 
liability that the dealer has, It is not their 
liability. They support or not as they see fit, so 
thas ‘thatamcddt CRBS dietdetelacide ioncthe so-called 
exempt list is modified in almost every issue according 
to our views on the market and how many the institution 
will buy. There have been many occasions when -- 
and provinolal issues are a good example -= on a 
$50 million issue the institutions, insurance companies 
in partioular, have purchased as little as $3 million 
out of the $50 million issue, and no matter what we 
have set aside for them they were not the slightest 
bit interested. It was then our job, knowing we 
brought the issue to the market at a proper price, 
to find other buyers, which we do. 

COMMISSIONER LEMAN: So. it is an ad hoc 
decision in each case? 


‘MR. ELY: It is an ad hoc decision, by and 
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large, out of our knowledge. 

COMMISSIONER LEMAN: Does it have anything 

to do with the other references you make to the need 
for the type of distribution that you feel would 
be deeéirable to provide a market thereafter? 
We get the impression from the insurance companies, 
and I think er your brief too, that the insurance 
companies in general are not great traders in debt 
securities? 

MR. ELY: That is wrong. 

‘MR. BEATTY: That is wrong. They are very 
active. 

COMMISSIONER LEMAN: Don't you feel a tendency 
on their part to hold on to securities that seem 
satisfactory to them until they become shorts? 

MR. ELY; Not necessarily. If 780 look 
at the portfolios of the insurance companies you will 
see that is Bot so. It is so in the case of corporate 
securities, by and large, but not entirely, but in 
the case of provincial securities it is certainly 
not so. Without any figures in front of me I would 
say that insurance companies are not always permanent 
investors in provincial securities. They are inclined 
to turn them out to buy something else if they think | 
- the price is right. 

COMMISSIONER LEMAN: They gave us some actual 
figures to the amount of trading compared to the 
amount of ey investments they make year by year, and 
they didn't seem to be very high traders. 


MR, ELY: Were these on an industry basis or 
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an individual company basis? 

COMMISSIONER LEMAN: On an industry basis. 
They admitted some of them traded a great deal more 
than others. 

MR. JOHNSON: Are they talking ahont trading 
at the time of a new issue or between new issues? 

COMMISSIONER MACKINTOSH: They were speaking 
of new issues as contrasted with the trading. 

MR. ELY: You can differentiate between 
insurance companies, and I think the industry will go 
along with me that there are some insurance companies 
that, by and large, the securities they buy they hold; 

there are other insurance companies that are certainly 
the opposite. 

COMMISSIONER MACKINTOSH: This is what they 
Siti (ee some of them were traders and some were 
not. 

MR. ELY: That is true. 

MR. BEATTY: I believe they were not unanimous 
in thein view as to the desirability of exempt lists 
as opposed to free operation on the market. 

| COMMISSIONER LEMAN: I think there was a 
little bit of difference of opinion on that score. 

COMMISSIONER MACKINTOSH: We don't expect 
any industry to be unanimous. 

COMMISSIONER LEMAN : In any event, is it 
your answer to my original question that from the 
point of view of distribution it does not have too 
much importance whether a large percentage of an issue 


goes to institutions or a smaller percentage from the 
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point of view of the market that will be created 
thereby later for securities? 

MR. ELY: No, I don't think so; there is not 
too much importance. Also, the point I was trying 
to make is that we could never be in the position of 
setting aside arbitrarily a percentage of an issue 
for ene because as many times as not they 
would not buy that percentage. 

COMMISSIONER LEMAN: We will want later to 
come back again to some more specific features of 
corporate and municipal and provincial finance on 
this general subject of the technique of underwriting, 
and unless there are other questions, I would like 
to pass on. 

COMMISSIONER GIBSON: Just one point: How 
do institutions get on the exempt list? Do they 
ask to be put on? Who decides? 

MR. BLY: We decide. 

COMMISSIONER GIBSON: You simply decide in 
each individual case? 

MR. ELY: In some cases there have. been -- 
| we decide what institution we put on the exempt 
list and, by and large, we put all insurance companies, 
all banks, all trust companies and certain other lrge 
situations or individual issues. 

COMMISSIONER GIBSON: And the others are on 
Ene eunlitg circumstances? 

MR. ELY: That is right. Under certain 
circumstances we have had various people who are not 


an insurance company or a bank, or maybe a pension fund 
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that has sro MnMyes enough that they want to be on 

an exempt list and they have asked us if we will put 
them on. By and large, we agree. There are certain 
large accounts that could almost be considered in 

the institutional field who do not want to bs on 

the exempt list and have asked us not to put them on. 
By and large, we agree. 

COMMISSIONER LEMAN: Who gets the spread there 
on the bonds or the securities that are sold to the 
exempt list? 

MR. ELY: The profit that is made on securities 
that are sold to an exempt list is divided between the 
entire underwriting group in proportion to their 
percentage interest in that group. 

COMMISSIONER BROWN: Can we clarify that: You 
said "the Lone underwriting group". You mean the 
banking group? | 

MR. ELY: Yes, I mean the banking group. 

When I said "underwriting group” I meant the purchase 
group -- it is really the banking group. There are 

two groups, usually: A banking group headed by 

&@ manager or managers buy the issue. Whatever proportian 
is sold to the exempt list, the profit on that 

Bro per elon is given to the complete institution on 

the basis of their participation in the group and 


their liability. ; 
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COMMISSIONER LEMAN: I just approach the 
next subject a little bit by talking about the conflict 
of interest. I would like to ae you a few questions 
now about the amount of regulation in the industry 
from two pciits of view and really there will be 
a further subdivision later about the types of 
securitiege, The regulation within the industry, ~ 
what we might call self regulation, comes from the 
industry, does it? You describe in here that 
this Association does carry out a certain amount of 
aad work in the industry. Are there statistics 
available on the amount of disciplinary action that 
has had to be taken from time to time? 

MR. GASSARD: The number of cases is 
certainly small. We have been complimented on 
many occasions by provincial securities commissions 
for the handful of cases that appear before them, 

In fact, I think one commissioner said that he never 

had had occasion to involve a member of our association 
in a disciplinary case. If, say, the aneaie Commissiaqn 
receives a complaint from a member of the public, it 

is then referred to the Association who place it in 

the hands of the discipline committee. 

Each district has a discipline committee 
which is composed of the five immediate past chairmen 
of the district who are not past presidents of the 
B cei daesbe on and an appeal from their decision can 
be taken to the national business conduct committee 
which is composed of the. immediate five past presidents 


of the Association. The procedure is to lay a charge, 
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permit the accused to attend with counsel, if necessary, 
hear his defense and ask him questions and then to 
later consider the evidence and bring down a decision. 
There is one other thing. I, as the senior permanent 
official, am an ex officio member of each district 
discipline committee more or less to hold a watching 
brief for the president who has certain powers to 
review district discipline committee decisions where 
he thinks they are too lenient or too onerous, and 
then we report back, if the complaint originated with 
the securities commission, the decision and what 
action we have taken. But these cases are very, 

very infrequent. I do not know that I can add 

much to that, Mr. Leman. 

COMMISS IONER LEMAN : Are there difficulties 
arising from the fact that it a Eh eea eats that 
has to do that part of the regulating? 

MR. GASSARD: In what direction -- the 
Git Cilculcys 

COMMISSIONER LEMAN: Well, in the direction 
of the fact that they have to take action against 
their own members to a large extent? 

MR. GASSARD: Well, just as a personal 
observation I have been very much impressed with the 
due deliberation and the objectivity with which our 
committees have approached their work and, of course, 
we do have our counsel there but, for instance, in 
Mr. Beatty and Mr. Shaw we have two district chairmen 


who have presided over such hearings and I think you 
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could get their reactions. In other words, you 
have ten people around a table representing various 
viewpoints and different types of businesses and they, 
in my judgment, come out to a pretty reasonable con- 
clusion on the cases. . 

COMMISSIONER LEMAN: I might make one 
general remark or question. We have received as 
Supplements to the brief some extracts from the by- 
laws of the Association and some extracts from the 
regulations. Is there a good office consolidation 
type of book containing all this material complete, 
because I find it a little difficult to read? 

MR. GASSARD: It is at the printers now 
and should be available this summer. 

MR. MILNER: Well, Mr. Leman, at the 
beginning of starting a year ago in September, the 
Association changed its entire by-laws on membership 
and on discipline. That was when these new pata tiene 
came in and, of course, changing them to the extent 
that they were changed it meant that under our regulations 
we have the ‘power to pass -- the national executive has 
the power to pass by-laws during the course of the year. 
but they have them ratified at the annual meeting. 

This is different from the two stock exchanges. The 
Montreal and Toronto stock exchanges have to have any 
of their by-laws changed by a meeting of the members 
only; they cannot do it by the committee passing it 
temporarily except by resolution and the rewriting of 


these by-laws was such a big task that we were fully 


aware that certain changes would have to be made by 
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experience during the year. So that at the annual 
meeting in June there was a long list of minor changes 
and that is the reason we have not been able to submit 
to you the final document with the changes, but it 
should be ready when? 

MR. GASSARD: I would say August. 

MR. MILNER: In the next month you will 
have a complete list of our by-laws, the two you are 
interested in, membership and discipline. 

COMMISSIONER LEMAN: And regulations? 

MR. GASSARD: Yes. 

COMMISSIONER LEMAN: That will be the blue 
book? 

MR.’ GASSARD: vent 

THE CHAIRMAN: It is a sort of incorporated 
body, is it? 

MR. MILNER: No, we are unincorporated. 

THE CHAIRMAN: Any person who payee 
member would not be prohibited from carrying on the 
business of an investment dealer if he wished, would he? 

MR. MILNER: That is correct. 

THE CHAIRMAN: It is not a closed corporatio vs 

MR. MILNER: It is not a closed corporation 
like the stock exchange. For instance, the Toronto 
Stock exchange is incorporated by private bill and 
I believe the Montreal stock exchange also. 

THE CHAIRMAN: Yes, and there are various 
professional organizations that are given certain 


privileges by statute. You can only practice medicine 
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oe you are a member of the Association. Yours is 
not that sort of organization? 
MR. MILNER: No. 
COMMISS TONER LEMAN: Well, that leads to 
a question, what is the advantage of being a member 
of the Investment Dealers' Association to exercise 
the Boe fea et Bi except the privilege of putting the 
fact on your door? 
MR. MILNER: Well, quite frankly, Mr. 
Leman, there has been a discussion for the last 
four or five years as to whether we should not 
become an incorporated body such as the law societies 
and medical societies having an actual legal entity. 
When it started it was my understanding (this goes 
back 25 or 30 years) that the original conception 
was it was merely a group of people who got together 
who were in a similar business and they did not want 
to run the risk of being something that could be 
Beracicd in the courts as eh entity. yr) eh 2! age 
might be a fair statement to say that we might be 
better off if we had the other type of power that 
could be granted-as a society. 
Now, we are faced with being unable to 
Say we are the only people who are investment dealers 
although we have gone as far as to get the co-operation 
of the securities commissions in the listings, for 
instance, in telephone directories and that type of 
thing where we are classified separately from hundreds 
of other people who might sell anything from real 
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MR. GASSARD: The term "investment dealer" 
is a defined term under the Ontario Securities Act, 
as Mr. POrter knows, under the Alberta and Saskatchewan 
Act. The Quebee Act, while it is very similar to 
the Onsario Act, does not refer to the term "investment 
dealer"; it refers to "brokers". So that in those 
three jurisdictions I have mentioned and now more 
recently British Columbia jurisdiction, the Investment 
Dealers' Association perhaps have a better chance or 
a better environment in which to develop an image in 
the public mind of cue anv de ent dealer as an ethical, 
competent, professional person whg is devoted to the 
concept of self regulation. 

In fact, the Onsario Securities Act charges 
us with certain repasibilities in return for certain 
rere and it is our maar and goal to so comport 
ourselves that those privileges will remain with us. 

| COMMISSIONER BROWN: Would you gueline 

What those privileges are? 

| MR. GASSARD: Well, basically I think it 
is correct to say that the investment dealing business 
as compared €6 life insurance business or banking 
business enjoys greater freedom from legislative 
requirements and we believe that freedom is more 
likely éeine maintained if we so conduct ourselves 
that we place the interest of our clients in favet 
place and try to develop in our sales staffs and the 
staffs generally who serve the public an awareness 


of our obligations in return for the position we have 
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been allowed to occupy. 

COMMISSIONER LEMAN: Are you describing 
the privileges there or the obligations? 

MR. GASSARD: Well, they are two sides 
of the same coin. 

MR. BEATTY: It is a privilege to the 
extent that our business is rather a technical one 
and we feel that we can regulate the ethical conduct 
of our members far more ably than less informed 
people who OL aware of the day to day tech- 
nicalities involved in our business and in maintaining 
the higher standards than would be possible through 
government regulation we can create erpet cee image 
and carry on our business more successfully. To 

this zxtent it is a privilege. 
COMMISSIONER MacKEEN: You might have 
certain advantages as regards the Bank of Canada, 
for instance? 

MR. BEATTY: Yes, it is more a matter 
of practice than legal regulation. 

COMMISSIONER LEMAN: Well, in the policing 
area, how is it done? What methods are used? Is 
there a systematic form of policing work done or do 
the staff of the commission just. wait until there 
are complaints or reports of unethical practices 
and bring cases? How do these cases come to your 
attention age from complaints from the public or one 
member telling on another, or what? 


MR. BEATTY: They come from complaints 
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from the public, complaints from securities commissions 
and from periodic spot checks of the nature of the 
business of our members. Earlier we told you that 
20 per cent of our membership reported each year 
on the nature of their business. Such cases would 
come to light through these periodic checks. They 
could come up through the audit committee. 
COMMISSIONER LEMAN: Are there cases where 
you have to make arrangements or where you do make 
arrangements with the securities commissions about 
who is going to take action in a certain case? Is 
there an area there where it is not quite certain 
whether they should take action or you? 
MR. BEATTY: In all the recent cases I 
am aware of the securities commission have been 
quite happy to have us look after the matter. They 
prefer it that way. 
MR. MILNER: There is a big, broad field, 
Mr. Leman, that is not in any shape or form criminal, 
if that is the right term to use, but is unethical. 
For instance, we have had occasions where some of 
our members: have published what we deemed to be un- 
ethical circulars. I do not think any court of law 
could attack it but we feel-that they are not the 
right way to be presented to the public and that is 
the type of minor disciplinary action we can take 
to bsisGrs that those people do not use the mails 
or the public advertisements to the detriment, we 
believe, of our industry or to the detriment of 


investors. 
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THE CHAIRMAN: I suppose the advantage 
to members of the Association is that they become 
known as members of an association which is governing 
itself ae imposing certain standards upon its members 
and what amounts to perhaps a code of ethics which 
was perhaps agreed to and that that gives the whole 
membership of = Association a prestige in the eyes 
of the public and people prefer to deal with people 
who are members of an association of this kind rather 
than a person who is not admitted for some reason? 

MR. MILNER: That is exactly the purpose 
we have in mind with our disciplinary actions, to 
try to be sure that our image to the public is as 
clear as it is possible to be. 

| MR. GASSARD: May I add, Mr. President, 
one of the major functions of our president is to 
carry this image abroad both to the members and to 
the public. Mr. Beatty will be starting his presi- 
dential travels early in September and he will have 
a number of messages to carry to the members which 
he addresses in a general group of employees and 
then he meets separately with partners and directors 
and every year I have seen our president carry some 
new message, some new concept all of which adds up 
to a continuing attempt to mold a growing and more 
mature Weeds to our responsibilities and a standard 
of ethics and standard of competence which keeps pace 
with the growth. of the industry. 

THE CHAIRMAN: Do I understnad the securitie 
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for this field of industry to be in the hands of the 
members who are active in it other than being subject 
to direct control by the state where everybody is on 
his own and some of them trying to get away with 
as much as they can? 

MR. GASSARD: For some years now, Mr. 
Porter, we have kept close liaison with the various 
ep hl pe commissions and sometimes with the Attorneys 
General pointing out to them the importance of uniform 
legislation uniformly administered and I imagine that 
that will be one of Mr. Beatty's major themes this fall 
| as he goes across the country. That keeps the 
commissions informed of our opinions and there is a 
sort of cross fertilization taking place that usually 
results in benefits to both sides. We are not waiting 
for the government to impose something on us: we 
are discussing and imposing views on them periodically. 

COMMISSIONER LEMAN: Your paragraph 56 
on page 44 implied that there were still a few areas 
where you were encountering trouble and that you felt 
there ayenia ibe some improvement. What are the 
types of troubles you still run into and Bre not quite 
satisfied with? 

MR. MILNER: There are unquestionably a 
lot of things we do not even know that have happened. 
We only see the ones that are brought to our attention 
in the main. But if you can go back to the image that 

it is in our own best interest to attempt to improve 

our own public relations and our public image to the 


fullest extent to have it brought out, we think we can 
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do a better job by doing that than by having govern- 
ments do it the other way around. 

For instance, what we are doing now is 
putting in a new by-law screening all our sales force 
completely. nyene person ues registered as a 
Salesman now with any one of our members or to be 
registered will have to get the approval of the 
local provincial committee before that salesman is 
allowed to go out and sell securities Pe the public. 
ese will be a central registry between ourselves 
and the stock exchanges on all salesmen so that people 
who have got into trouble in, let us say, one of 
the stock houses, let out for Spechinal reasons, 
not necessarily criminal but unethical reasons, would 
have a very difficult time in getting a license 


in the Investment Dealers and vice versa. 
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It is all an attempt to upgrade the type of people 
, that are in contact with the public. 
MR. BEATTY: It involves ethics and competence. 
THE CHAIRMAN: But the Investment Dealers! 
Association is recognized by this securities Act, is): 
it not? The Investment Dealers' Association appears 
somewhere? in’ the Act? 
MR. GASSARD: In four provinces. 
THE CHAIRMAN: It has certainly and undoubtedly 
the blessing of the authorities to that extent. 
| MR. GASSARD: We hope it will be all the provinces 
soon. 
THE CHAIRMAN: Blessing is the right word. 
COMMISSIONER LEMAN: You :.are talking of”: 
practices now about which the regulatory bodies can | 
do :nothing,:' “1; is that it? | 
MR. BEATTY: That is right. 
‘COMMISSIONER LEMAN: They might know about 
these things but because they are not criminal acts 
they cannot do anything about them? 
MR. BEATTY: Principally ethics and competence. 
COMMISSIONER LEMAN: Now that brings us to 
a question on which we have received various representations, 
and that is the type of securities regulation we have; 
statutory type. Primarily should there be a federal 
body or should there not be one? You have expressed the 
thought in paragraph 54 of Section E, and I think it 
is Recommendation No. 30, that there be not constituted 
in Canada what is called S.E.C type of legislation. 


I do not think it would be worth anybody's time here to 
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start discussing any constitutional issue that might 

be raised by that discussion, but we certainly can 

Oe at the practical aspect of it nevertheless. 

GoHatt vubeobadl issues can be solved by somebody other 

than ourselves. Can you tell us briefly what are the 
reasons you would be against an S.E.C. type of regulation? 

MR. MILNER: I will ask Mr. Beatty to answer 
that question. 

MR. BEATTY: Disregarding the constitutional 
problem which, inciq:ntally, our counecj{’ has grave 
doubts as to whether the Federal Government has any 
right in this regard, we have consulted the coune;l 
of Investment Bankers! Association in the United States 
and our own courcil, and discussed the various areas 
Peat y aca acevadany the Securities Act of 1933 and 
the S.E.C. Act of 1934 in the United States. We could. 
find no area that we have not existing regulatory bodies 
in Canada to serve w1at is looked after by these 
organizations, so that in our opinion the establishment 
of a federal body in Canada would be merely super- 
imposing machinery on top of machinery that already 
exists. 

We do not feel that it would complicate to 
a great extent the issuance of new securities, although 
it would be another nuisance and another expense. We 
feel that far more progress is being made and can be 
made through the existing bodies working with them, 
co-ordinating their activities, particularly the 
provinces, and by examining and improving the administratjion 


of the Companies Act. 
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Here we only have 10 provinces and the 
Securities Acts in these provinces are consistent 
and growing more consistent. Collaboration is excellent. 
In the United States they have 50 States to 
deal with, EO wi Lan had no securities regulations 
whatsoever, so the problem was entirely different. 
In the United States they found it was necessary to 
form a national association of securities dealers 
in order to properly administer and regulate the 
operations of dealers of securities in the United States 
in spite of the existence of the S.E.©. In other 
words, the industry in the final analysis had to 
police itself and does have to today. 
COMMISSIONER LEMAN: Well, the S.E.C. is 
not interested only in the industry as such, it is 
interested also in the issuers and the standards they 
must meet, so it is not just a question of the ethics 
of the profession. 
MR. BEATTY: ‘That is right, but they had 
Some states with no regulations at all. We have no 
provinces without Se ean and these regulations 
are well administered and are becoming very similar 
to each other. 
COMMISSIONER MACKINTOSH: What you say, Mr. 
Beatty, seems to be based on a confidence that our 
provincial administrations could be brought to a 
uniform degree of coverage and competence? 
MR. BEATTY: Yes. There has been great 
advances in the last year and they are all conscientiousl 


collaborating. 
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COMMISSIONER MacKEEN: While it might be 
admitted that you could increase your sales, Mr. Beatty, 
would a S.E.C. organization in Canada have more effect. 
on non-members? 

MR. BEATTY: We do not think so, Mr. MacKeen. 
We think the local bodies are far more competent than 
a federal body would be. The operations that the 
Securities Commissions desired to discourage require --- 

COMMISSIONER MacKEEN: You have seen some 
examples in recent years of certain gentlemen moving 
from one province to anotler when they get caught up 
by the provincial commission in their own provinces. 
They move, for example, to Nova Scotia and New Brunswick 
and continue to operate. 

-MR. BEATTY: Well, it is true but it is hard 
to prevent a fellow from stealing if he is dishonest. 
All you can do is catch him after he has done the 
stealing. Not only do they move from one province to 
another, they move from one country to another. 

COMMISSIONER MacKEEN: Would a federal body 
have more authority or catch up quicker with a man 
say who gets in wrong in Ontario and moves to New 
Brunswick? He soahates, thake for quite a few months 
before he is caught up with. 

MR. BEATTY: That is possible. 

COMMISSIONER MacKEEN: Especially if he does 
not deal in that province of New Brunswick but deals 
across the border. 

MR. BEATTY: This is possible, but then he 


will move to Lichtenstein or Panama and continue to 
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operate. 
COMMISSIONER MACKINTOSH: Do you think we 
have a favourable or unfavourable balance of trade? 
COMMISSIONER LEMAN: Just to see where this 
would lead us, we agreed that weeWou1a not deal with 
constitutional issues, but let us just assume for a 
moment that it would not be a superimposing agency 
over the 10 agencies existing already. Let us just 
assume that. We cannot prove it one way or another. 
What would be your thought as to the value or cost 
of getting a high standard of regulation and policing 
in the whole ube eey as one method against the other? 
MR. BEATTY: As I say, we covered this with 
the Investment Bankers! officials in some detail and 
we really could not see any advantage that they had 
over us as conditions exist today. | 
COMMISSIONER LEMAN: Well, now, let us look 
at the various fields where this applies. There is 
policing of the actions of the people of the profession, 
and there is policing of the actions of the issuers 
and, lastly, there are all the side issues like 
supervision over stock exchanges and stock penance 
and that sort of thing. let us take these one by one. 
If we look at the issuers, it is mainly a matter of 
the way prospectuses are used to sell securities. Us 
it your feeling that there is nothing to say in favour 
of our Eeba of prospectus under the existing securities 
legislation which we have in Canada as against that 
in the United States? 


MR. BEATTY: They have one advantage over us 
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in that they are able to issue preliminaryprospectuses 
in advance of the actual approval of the issue, and 
thus inform potential buyers of the qualities of the 
security which they are offering. On the other hand 
they have quite a few disadvantages, particularly 
in respect to the tremendous volume of matérial that 
is required. It actually defeats itself. 

The S.E.C. only requires full disclosure, 
it does not regulate the quality of the offering. 
All it does is require you to disclose any shortcoming 
that there eat be in the security, and by its very 
volume it defeats its own purpose. A full prospectus 
under the S.E.C. is such a voluminous affair that 
very few people plough through it. Consequently a 
disclosure in actual practice to the potential investor 
is not as full as ours, where ‘our processes are simpler, 
consequently the volume of material is not as large. 

COMMISSIONER LEMAN: Well, is it quite easy 
for the legislator to sit down and foresee every possible 
type of issue and say: You will have made full disclosur 
if you answer questions A to Z? Do you feel that that 
is a good full disclosure regulation? 

MR. BEATTY: I think it is impossible. 

COMMISSIONER LEMAN: Well then how do you 
overcome that in Canada? 

MR. BEATTY: I do not think you can overcome 
it anywhere. | 

COMMISS TONER LEMAN: Well, is most of our’ 
security Seat Gtion and legislation now based also on 


the full disclosure principle? 
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MR. BEATTY: It is based on the whole disclosur 
principle. I believe the disclosure that is required 
now is adequate for any reasonable investment purpose. 

COMMISSIONER LEMAN: Well, now, if this 
is full disclosure in the United States and in Canada, 
why does it take thousands of more words to make a 
full disclosure in the United States than in Canada? 

| MR. BEATTY: I think it is Parkinson's law. 

THE CHAIRMAN: In the United States do they 
not itemize certain types of information that they 
want and include a series of questions that have to 
be answered? 

MR. BEATTY: We have certain statutory 
information which our legislators deem to be necessary. 

THE CHAIRMAN: They seem to have more and 
more. 

MR. BEATTY: Yes, and more and more people 
process it. 
| COMMISSIONER BROWN: Is it possible that by 
having different authorities in Canada you get a 
certain amount of competition? Let us use Ontario, 
for example. If Ontario gets too strict so that it is 
virtually impossible for an issue to be made in Ontario 
they will be made in other provinces? | 

MR. BEATTY: It is possible. 

COMMISSIONER BROWN: And this keeps things 
down to a reasonable level. If you ever get one 
authority will there be this danger of Parkinson's 
law developing; that is no one to criticize it or 


no others to compare it with, and it might get out of 
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hand? 

MR. BEATTY: This is the point I am trying 
to make. It would grow and grow. I do not believe 
if we had a federal body that the provincial bodies 
would disappear. 

THE CHAIRMAN: The history of securities 
regulations in Canada goes back to about the time of 
the great depression, I think, and it was somewhere 
around that time that there were a number of incidences 
that occurred resulting in securities commissions being 
set up, and since then they have gone through many 
other phases of approach to the whole subject. At 
first, as I recall it, they attempted to regulate 
in some detail as to what should be disclosed and what 
should not be disclosed, and what sort of spread should 
be allowed, and various other matters of that kind, | 
and by experience over the years the viewpoint has 
Pyenean materially until now it is largely a question 
of full disclosure. That is, reasonable disclosure 
without being tied down to specific details, depending 
upon the circumstances of the case. Is that not about 
1t? 

MR. BEATTY : That is right. 

THE CHAIRMAN: There has also aerated a. 
considerable experience in regard to the enforcement 
of the statutes. 

MR. BEATTY: It puts any regulatory body 
in an impossible position if they are asked to judge 
the quality of a security. For instance, mining stick; 


nobody can see what is under the ground. The Ontario 
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government for a while employed a geologist for the 
Securities Commission to try and upgrade the quality 

of the mining issues they were asked to approve, but 

it would be absolutely impossible for 100 geologists 

to visit every property that was registered, and even 
visiting them, to know whether there was anything under 
the ground or not. 

COMMISSIONER LEMAN: The S.E.C. does not 
employ geologists, does it? 

MR. BEATTY: No, but it demands more and more 
information of a technical sort such as is furnished 
by geologists, which disclosed no more than the 
Ontario geologists could disclose, but still must be 
part of the prospectus. | 

COMMISSIONER LEMAN: let us not get carried - 
-away too much by the fact that people ehAniée thint because 
the United States dollar is called a dollar and the 
Canadian dollar is called a dollar they should be 
at =e A lot of people think that way. We say S.E.C. 
type of legislation. We do not have to copy everything 
they have done or use exactly the standards they have 
used. We do not need to copy their regulations, we 
can just dovetail them to Canada's needs. I fail to 
see why you imply that Parkinson's law would operate | 
more on a federal level than it doas at the provincial 
level. 

MR. BEATTY: One reason I have this view is 
that I do not believe the provinces would disband their 
securities commissions. | 


COMMISSIONER LEMAN: Well, we have assumed that. 


9 ge er ma 


. 
ee ee 


ener dene 
, 


erem bie sion ehusweb it ‘due at 
Rananrers at os dfowe tage Leek | | 
autd anid Cente Gey Bonefoatb adbite “ian 


ed dummy S0ide Yad jesotodah brio ede F 


O08 eae 3 


odd baa 4aifob 's bettis et ‘et fob eodev® bedine eit” 


O.2,8 Yaa oW 


BAI ETS 


ov 
sdaneqo biuow wel a tdoentaess dasis viqmt HOY ead con | 8 
fetontvror edit tH veob dh cet tewat aatane® 8 ite erro . 


al woty aide oval t noeeen eco TYETARE , aM 
aiads tisdete brew eeonityy 


4 


| sted Beguece ovad oe treu> 


Yaw Saete aeatats etaosq Xo ‘ton rs 


+6 bi ot eved Jon ob baal 


.eolisivmen tLeni¢ TqIoe oF Sein ton ob ow 


—- aa 


boar 


shes: atabasiso od wedt Sistevob gaut nso: | 


e eer 


ouugood re sevkeld alyoud tant tog't ont a eon Oost awa pie 


a be 


od biictie eons naL Lob B heltao ar anne astbanad yan”! a 


ibe 


Nethercut &é Young = 2763 = 


Torente, Ontario 


MR. BEATTY: We are assuming that they 
are disbanded? 

COMMISSIONER LEMAN: Yes. 

MR, BEATTY: This would be ideal. 

MR. MILNER: That is ideal. 

THE CHAIRMAN : If you do not have any at 
all? . 
| COMMISSIONER LEMAN: Am I to. understand rightly 
that your opinion then is based on the fact that this 
bea Superimposition over what exists, pie it could be 
assumed that either through legislation and through 
agreements between ah ee ee and the federal 
government there Se be one single agency, then you 
change your opinion? a 
| MR. BEATTY: It would be perfect. 

COMMISSIONER LEMAN: You think it might be 
more efficient to have one regulatory body? 

MR. BEATTY: I would like to go back to the 
original discussion that we had which led us to believe 
thatour system is very good now in comparison with 
that in effect in the United States. 

COMMISSIONER BROWN: I would like to explore 
this question a little bit further. You criticize 
a possible S.E.C. type in Canada because of the 
possibility of the development of, to use an expression, 
Parkinson's. law? | 

MR. BEATTY : “that is right. 

COMMISSIONER BFOWN: If all provincial juris- 

dictions disappeared and were replaced by one federal 


jurisdiction --- 
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MR. BEATTY: This would be an improvement. 

COMMISSIONER BROWN: You would not be afraid 
of Parkinson's law taking place then? 

MR. MILNER: No, but Parkinson's law would 
apply at least in our opinion if we had a dual one 
to go through. It would be simply adding a further 
expense to all issuers. The costof registration in 
the United States is fantastically high. 

COMMISSIONER EROWN: But they do not have a 

dual SF tustion? 

MR. BEATTY: Yes, they do. 

MR. MILNER: I am speaking of the cost of 
the operation, I am not speaking of the cost of 
registrations. The cost in Canada would be similarly 
high in our view if we had to go through both a federal 
securities commission plus a provincial Bapcnities 
commission. What I understood Mr. Leman to say is 
that he is arguing on the basis tnatbthete would be 
only one securities commission. 

MR. BEATTY: This would be ideal. 

COMMISSIONER BROWN: This changes your 
whole idea? 

MR. MILNER: It alters our veiwpoint completely 
if you are talking about only one securities commission. 

MR. BEATTY: In the United States they do 
have state bodies as well a the federal one. 

MR. SHAW: I think this is one area in which 
we might find one wide amenity within our acts. I am 
: afraid that I cannot add here to the complete approval 


of a body. I am speaking entirely personally, if I 
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might say so and qualify what I say to that extent. 

It would seem to me that one of the advantages 
of our present system is that Che Worle to clear an 
issue is now divided among the varying jurisdictions. 
Even with that, because so many of the issues originate 
in Ontario and Quebec, one of our difficulties is getting 
clearances for issues in time to keep in tune with 
the market that then exists. I think the Ontario 
and Quebec Securities Commissions do an admirable job 
as it is, but I would hesitate to say without qualification 
that if all issues had to go through one agency, no 
matter where they originated in Canada, that we could 
expedite our issues and get them ready for the market 
as quickly as it is important for us to do, as we can 
do where the work is delegated and spread out through 
the provinces. | | 

To that extent I think I would have to express 
some doubt that the one regulatory body in place of 
what we now have would meet with complete approval. 

MR. BEATTY: You would be nervious that 
there would be an increased delay? 

MR. SHAW: I would, indeed, and the delay 
factor could well introduce an expense factor which 


might be very important. 
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MR. MILNER: Could I ask if you would like 

to speak to that? | 

MR. SUTTON: Well, I am speaking directly 
on behalf of our own firm, and we would be in favour 
of one regulatory body; as Mr. Shaw says, there is 
this danger of delay, but it does take longer to 
get clearance on the S.C.C. in the United States than 
it does for us to get clearance here in Canada. 
Nevertheless, it is conceivable that you might run 
in to differences of opinion between different 
provincial regulatory bodies. This has not happened 
so far but it is something Bae tows Cieri ve concerned 
about for the recur. Our own feeling is that if 
we had one body it would be better, we would not want 
another body superintending them. 

COMMISSIONER LEMAN: Might I ask one of 
the other large underwriting houses to speak on this? 

MR. MILNER: Perhaps Mr. Strathy could 
speak to that. 

MR, STRATHY: Mr. Leman, for the past few 
years when I was the chairman of the Toronto stock 
exchange I had a lot of dealings with the Ontario 
Securities Commission at that time and furthermore 
I attended a number of the conventions or conferences 
of the National Security administrators; they have 
an organization themselves, the various provincial 
security administrators and they meet once a year 
or more often, and they discuss these problems that 
arise between the various provinces and I have met 
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legislation or control of the various security dealers 
that come under their respective responsibilities. 
This is a thing which perhaps has not been established 
for many years because I believe that most of this 
is a post war thing, that there: has been a gradual 
growing together of the work of the various provincial 
securities administrators to the benefit of the whole 
industry and to enable better understanding to prevail 
between the various groups that deal in securities 
and the various administrative bodies that control 
it from the provincial point of view. 
COMMISSIONER MacKEEN: That all leads up 

to more uniformity? 

MR. STRATHY: Yes. The requirement for 
a national securities administration. I am convinced 
that otherwise it would result in the development of 
Parkinson's law and the increased time to get the 
issue cleared and with the expenses that that would 
entail and the fact that certain areas might never 
come to market at all because the market conditions 
had ‘changed: in the interim. It is practical and 
it is becoming more practical and I have great hopes 
that this will be achieved in greater measure as the 
years go by. 

THE CHAIRMAN: You visualize a central 
body sitting in Ottawa, no doubt, to which everybody 
would have to come to have their issues dealt with. 

MR.STRATHY: No, I do not visualize that. 
THE CHAIRMAN: When you say it takes more 


time that would be because it would be centralized? 
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MR. STRATHY: Pevacnithiine would be funnelled 
through a central body; there would hardly be enough 
personnel to handle all the problems in all the new 
issues they are faced with, not only issues from the 
Investment Dealers' Association but they are a very 
broad ramification of the whole matter of new security 
issues in Canada; any mining stocks, and what have you. 

Each province has problems but not quite 
Similar with the other provinces, so that that 
particular province knows its particular problems 
much better and knows how to handle them than, say, 
another province. In Ottawa they would have to 
handle the whole broad scope of the industry, which 
is much wider than we are talking about here, the 
investment dealers. . 

COMMISSIONER LEMAN: There is the question 
of Beene niet the requirements are and also the 
matter of enforcing them, and in the area of enforcemen 
it might be more frequent. However, let us pass on 
to the other Donate 

We talked about a problem in relation to 

Bedi et ne issues and the matter of policing the 
industry itself and you expressed a clear preference 
for doing it yourself, and that can be understood, but 
there is the matter of stock trading. The 5.C.C., 
as I understand it, has jurisdiction over stock exchange 
too. Who has jurisdiction over stock exchanges in 
Canada? 

| MR. MILNER: The various provincial securities 


commissions, 
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COMMISSIONER LEMAN: I would think they do 
not in relation to the standards of performance of 
our stock exchange. 

MR. BEATTY: They have used the self policing 
method. 

COMMISSIONER LEMAN: How would the two 
standards compare, would you say, between the large 
national exchanges in the States and ours in Canada. 

MR. BEATTY: They both seem to have had their 
difficulties. I would say that we have been just as 
effective as they have. The problem arises, again, 
in the technical nature of the business. 

Where a case has come to court arising 
from irregular dealings through a stock exchange it 
has always proven eee penele difficult. to get.a 

| | anyone 

conviction. They have never,for instance, convicted~® 
of a washed sale, which is contrary to the law of the 
land, but the industry in policing itself understands 
these matters where a jury would not, and it is possibl 
to deal with it. Consequently your ultimate standard 
is going to be higher through using the self policing 
method Pat tas through using the teeta latave procedure. 

- COMMISSIONER LEMAN: Let us look at some of 
the problems where weaknesses appear to exist from your 
own suggestions here and let us take the point which 
you raise in paragraph 58 of Section E. You are 
referring there to a process called the "take-overs". 
Now, you suggest that this Commission should take 
an interest in this matter to see if shareholders 


could be better protected. What. do you have in mind 
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Bdeiriea iy in suggesting that? 

MR. MILNER: TI will See Shaw to speak 

to that. | 

MR. SHAW: Mr. Commissioner, ore ia, of 
course, a matter that has been very much in the public 
eye not only in Canada, but it is a matter of concern 
in Great Britain, and has been dealt with in the 
recent reports. 

The objections to the take-over operations, 
the so-called take-over bids that have occurred in 
the recent few months have been related to basically 
three factors’, One, that the buyer has not disclosed 
himself. The board of directors of the company 
| involved is in no position to advise the shareholders 
as to the competence or desirability from the share- 
holders' point of view of the new inenaytn or there 
has not been disclosure of the prospective buyer. 
There has been a limit on the amount of shares that 
the Praeeadeice buyer has indicated a willingness to 
buy and an indication of somachaste, if you wish, 
or desire to get the thing Grated up and out of the 
way quickly, so these bids have had the qualification 
that they will leave the offer open until a given date 
or until a given number of shares have been presented 
at the price offered. 

The objection there is that if the offer 
would appear to be so attractive that the shareholders 
want to rush in and deposit their shares immediately, 
that those who are nearby get theirs in first, and 


those who are some distance away or for one reason or 
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another are unable to get them deposited, are out, so 
that brings up the third difficulty that the offer is 
not open long enough. 

A suggested manner of dealing with this 
is one which would deal with each of these things 
separately; first of all there should be a full dis- 
closure of the prospective buyer; if there are more 
shares deposited than the buyer is willing to buy, 
that the offer then should be made operative on a 
proportionate basis, and if there are 100,000 shares 
wanted and 200,000 shares presented, or 200,000 
shares outstanding, that 50 per cent of those present 
holdings would be taken over. Also, in any event, 
that the thing should be left open for a sufficient 
length of time to permit people under normal cir- 
cumstances to get to their boxes and the services 

to be physically applied. 
| COMMISSIONER LEMAN: That all sounds 
quite reasonable, Mr. Shaw, but who should impose 
this code of procedure? 

MR. SHAW: Let me say that these are the 
Suggestions that are put forward, and there is some 
question as to whether everyone involved or everyone 
within our industry would say that these suggestions 
in themselves are sufficient. 

First of all for the reasons you suggest, 
‘who would impose the policing, and if they are 
“listed shares, the inference seems to be that the 


stock exchange would say that if it is a listed share 
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that that is what must be done or the listing privileges 
would be jeopardized. 

It was suggested that there may be other 
circumstances which should be taken into account. What 
happens, for instance, in the event of a large holding 
company, if you wish, becoming interested in a company 
and watching “ progress over a period of months or 
even years and gradually accumulating these shares and 
saying that here is a situation which we may want to 
be ina major holding position. They end up, if they 
are Seeking operative control, they wind up at some 
Stage where they need X number of She eas -- it may 
be 50,000 shares or it may be more or less -- and at 
that stage they then say,"Well, we are going to wrap 
this thing up; we want 35 per cent or 51 per cent" -- 
or whatever percentage they feel they reed and they 
go over the shareholders! list and they pick on eight 
or ten large shareholders and they go to them and they 
say that they will make a bid for all of their non- 
par shares at a price which must be made attractive 
to attract their attention, and they go to only those 
Six or eight shareholders. What happens is that --- 

COMMISSIONER LEMAN: I do not want to 
interrupt you, but our time is passing by and my point 
is this; I do not think we should go into the details 
here as -- the details of what would be the right 
procedure, but the thing is who should decide the way 
it should be done, which is the proper, fair and honest 


way of doing it. Who should decide that and..who should 
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impose it? 
MR. SHAW: I am assuming that we -- I think 
I am right in this; we have made no specific recommendations 
in this respect. 
COMMISSIONER LEMAN: But you feel that ther 
Should be some kind of regulation for this sort of 
process to take place? 
MR. SHAW: I may have misunderstood your 
question; I thought we were dealing with the reasons 
why. we feel we are ina position to make this 
recommendation. I do not think that -- personally 
I have not the answer. 
COMMISSIONER LEMAN: But have you no idea 
of what would be the proper agency to deal with a problem 
of this kind? 
MR. SHAW: The obvious ones, beet Sts: 
would be -- if there are shares of stock -- the stock 
exchange is involved. 
COMMISSIONER BROWN: Would it logically be the 
stock exchange, because if you did wiSh to have a 
Stock listed, this might be just what the would be 
take-overer wants. 
MR. SHAW: I would be glad to toss this 
ball to somebody else. | 
MR. ELY: I have a view on that. I do not 
think it is the stock exchange so much, and I have 
not discussed it with anyone in our industry, but 
there must be a way through the company or something 
which makes it impossible for a non-disclosed buyer 


to take over. In other words, it could be through 
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the Companies Act that no take-over bid can take place 
unless the people taking over are disclosed. Onze 
that happens can the onus not be put on the company 
to deal with that person on the basis of pro rata; 

no take-over or take-over. How could it still be 

if there are instructions to the contrary? 

COMMISSIONER LEMAN: That is raising 
another nice legal problem; the Companies ACt does 
not deal with the form of securities trading. 

MR, ELY: I do not know what the reason 
is’ 

COMMISSIONER LEMAN: What control does 
the company have? Even the board of directors do 
not know who these people are. 

MR. SHAW: There was a recently publicized 
incident where the security commissioners for Onvario 
said flatly, "It 1s not within my province, it is 
up to some other body" and inferred that it was the 
stock exchange, and I believe it inferred it was 
our responsibility. I think I am correct in saying 
that up to the moment we do not know the answer in 
the Association just where this responsibility should 
lie. 

COMMISSIONER LEMAN: Let us resort to our 
big brother below the border; how is it handled down 
there, who handles this sort of a problem? 

MR. MILNER: In the United States they have 
the same difficulty in small companies; they have no 


difficulty with companies listed on the New York Stock 
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Exchange, their rules are adamant. 
COMMISSIONER LEMAN: It is the stock 
exchange rules? 
MR. MILNER: Yes. 
MR. COX: I think that only covers a 
few of them, the major ones. 

MR. BEATTY: It is a very difficult problem 
and one which we have not ignored; we have discussed 
it.at ese length, but the only recommendation which 
we can come up with that we feel is constructive and 
workable is this one of disclosure. The technicalities 
which are in the best interests of the purchaser 
and the vendor are so complex that it seems impossible 
to work Sie pro rata arrangement or a "first come 
first served" arrangement that serves everything 

that is being sought in a take-over. 

COMMISSIONER BROWN: I suppose there could 
be some penalty under the Companies Act if they 
were dealing in their shares in that way? 

THE CHAIRMAN:: It is a matter of legis- 
lation. 

| MR. BEATTY: An appropriate body, 
yes. 

COMMISSIONER MacKEEN: You can have many 
of these Companies Acts to deal with. — 

_. MR. LEMAN: How about forbidding trustees 
from acting? 

MR. BEATTY: It could be by self policing 
bodies. 


COMMISSIONER BROWN: It is a Companies Act 
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problem and not the Securities Act. 

MR. MILNER: In our recommendations and 
suggestions this falls under this group where we say 
we do not know the solution; it is a complete matter 
of law as to whether it should be put into the Federal 
statutes or the provincial statutes, but we are not 
lawyers and we do not know what the answer is, but 
we do say that here iS something that there should 
be definite steps taken to improve the present 
situation, which is not a good situation for this 
country or any other country, but quite frankly we 
do not know how it should be approached and we are 
putting it to the Commission, and saying that here 
is something which we think must have your con- 
Sideration as to how it should be done; we leave 
it to you to do that part of it. if you wanted 
us to say we will appear back in October or November 
and wanted us to consult with the legal profession, 
that type of thing, you are on a different. basis. 

COMMISSIONER BROWN: In the same context, 

whether 
would you care to discuss/this question of continuing 
information about the corporation's affairs to their 
Shareholders. This again is a legal problem as to 
who 1s to say that this must be done. This probably 
falls more into the province of the stock exchange 
and it also falls into the Investment Dealers' 
Association with respect to companies that issue 
abbenenee and bonds but whose common shares are not 
held pabiielyana the only information given out 


at the time of the new issue. 


i Nek Se Cit ee 


wie 
: €) 


i 
co 
wy 


secinovon “Oo tedos00 we Hoad omg “ea ow vee od ey 
MOtaeatorg Lagel oa cdew divans at i) bodnew. bas We 
Shred Jomnatsen 8 fO SR MOY <atite 20° soy dent ble 
teetaos entea ond a swwond: FaHOSLETMHOD Hs en 2). 


ye oge 


, rorkdaciw | ue 
anivalines Io mobtvaenp ald’ 8 BIGBLD og era9 woY, brie 


A ee a Se 


stort Of aute tis a aokterogze9. ‘arte I0dB, noLsearsotnt 
ov és maldorq Lonee 8 et abape aie? .erebLodetada ly 
“idacorg aie? - snob ed deum GAY Yen yee oF et onw 4 Ef | 
Sansioxe soot sit te sontvoug "edt ovet ezom efLe% , ah 2 | 
‘erolsed trontesval oft o8Mt alter vats tt nll 

eat jaid astneqnos of sosqast ctw mercial 

torn wun sere coumoD sandy Ho te ba s 


Puke 


EARL A 


yy Vw 


in 3 


4 


¢70 fevin noldaerctat baer: 


Nethercut & Young - eT fi a 


Toronto, Ontario 


MR. MILNER: Well, the best example that you 
could use for what might be called, I don't say "perfect' 
but very workable legislation is , that the New York 
Stock Exchange has not only full disclosure at the 
time of an issue, but they force full disclosure in 
perpetuity. There must be full disclosure of the 
various facets of the company, but that only applies 
to the one stock exchange. Here we have got three 
main stock exchanges: Toronto,Montreal and Vancouver, 
and we also have nine provincial securities commissions, 
and it seemed to us there must be some way of tying 
in the securities commissions plus the stock exchanges 
to having perpetual full disclosure. I think, as 
Mr. Brown quite rightly sare you run into it on a 
bond issue of a company that has no common shares, 
and a person does not know until the day he dies what 
the company has done. 

' COMMISSIONER BROWN: Could the underwriter 
have an agreement with the trustee this information 
will be supplied? 

MR. BEATTY: This is frequently the case -- 
usually the case. 

COMMISSIONER BROWN: This arises quite frequentl 
on debenture issues of subsidiary companies? 

MR. MILNER: On the question of disclosure, 

' {t is very hard to force people to disclose 
who, don't want to disclose. You may quite rightly 
say, "Don't underwrite an issue" -- that would be 
your answer. If the people are not willing to disclose, 


you should not sell the security, but unfortunately some 
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one always will sell a security if you don't -- if 
it is a good security. I think you have got a perfect 
example in the T. Eaton Company. There is a company 
every person believes is a very well run industrial 
company, but no one knows if it is or not. No one 
has ever seen their balance sheet. 

THE CHAIRMAN: They don't publish their 
statements -- just the way you don't. 

COMMISSIONER LEMAN: Everybody thinks most - 
of you are well run, but nobody knows either. 

Well, the Security Analysts Society in 
Toronto made that same request, that the commission consider 
this matter of disclosure and good standards of financia 
statement. publication etc., and we didn't get to any 
conclusion with them. We asked them if the Investment 
Ee as a group could obtain this of companies | 
before they agreed to handle their securities and they 
said, "Perhaps if there could be unanimity among’. 

| the group we probably could, and with the co-operation 
of the stock exchanges we probably could obtain ah 
put they didn't seem to think the association was 
quite ready to take the necessary steps to obtain it. 
That led us into asking them, if the private sector 
won't do it, perhaps an Se 0, type of legislation would 
do it, and they were not in favour of that. So, we 

are just trying to get a little help from you as to 
which are the best ways of obtaining these things 
which everybody seems to think are desirable. 

MR. STRATHY: Surely, it must be through 


forces of legislation in the final analysis, and it 
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applies to all companies whether they are companies 
that are financed through the I.D.A.or stock exchanges 
or any other organizations. It surely applies to 

all public companies. Therefore, public companies 

are either with provincial charters or federal charters, 
“Ao it has to be a federal enactment and a provincial 
enactment. 

COMMISSIONER LEMAN: Well, let us go on to 
the next problem concerned with this whole area, which 
is your recommendation -- you seem to have some 
misgivings about some trends related to mutual funds. 
Recommendation 31, for instance, suggests that perhaps 
there aw heee? POR regulation of mutual funds. What 
‘are the problems there? What do you have in mind? 

MR, FOWLER: To some extent I speak for myself 
because it is not a subject which nats been discussed 
too much amongst the members, but basically I feel 
that regulatory nbivetabaen should be introduced. 
Presumably it would have to be at provincial levels 
under the present setup, which pertains to the mutual 
funds themselves. 

The first thing is that legislation should be 
at least uniform in its concept and administration in 
all provinces. At the present time as far as the 
mutual funds are concerned, as far as I know, there 
are no actual regulations pertaining to investments. 

I think a great deal has got to. be said about all the 
major funds, that they have entirely voluntarily set 
their own standards which are veryhigh, and they rather 


conform with the standards which th S.E.C. lays down 
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for mutual funds in the States. 

There should be legislation on limitation of 
investments; that is, mutual funds should not be 
allowed to own, we will say, a controlling interest 
in any particular company if it is going to function 
in a true sense as a mutual fund. 

There should be restriction against practices 
such as selling short or buying on margin which are, 
again, contrary, to my mind, to the public trust, shall 
we say, in mutual funds. 

There should be also legislation which aware 
arms length dealing and which would avoid any conflict 
of interest betweer management and the shareholders. 

There should also be a maintenance of appropriate 
and uniform standards of advertising and sales literature. 
There is a great spread on that at the present time. 

I think again we have got to say the major mutual funds: 
have done an excellent Job, but there are some smaller 
ones Where,, to my mind, a lot of their literature 
could be misinterpreted if you were not a reasonably 
sophisticated investor. 

The other one is that I think all mutual 
funds should be required to have a clear statement 

of the policy of the company. This is to prevent mutual 
funds from using the name"mutual fund" as a cloak to 
eauny on other perfectly legitimate investment business. 

I think those, Mr. Chairman, cover the main 
points that I have in mind. The thing is at the 
present time there is no legislation that I know of 


pertaining particularly to mutual funds. There is one 
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that comes under the Income Tax Act, in Section 69, 
whereby a company cannot derive more than 10 per cent 
of its income from one corporation. That is about the 
only regulation there is in existence, as far as I know. 

COMMISSIONER LEMAN: But mutual funds are 
sold in Canada partly taveuch members of the Association 
and partly outside the members? 

MR. FOWLER: More funds are selected by -- 
they usually call it the underwriters of the wxtual 
“mutual fund; the "sponsors" may be a better word. 

There are more shares of mutual funds sold by them than 
by the Investment Dealers. 

COMMISSIONER LEMAN: Their salesmen, when they 
sell direct, have to be licensed salesmen? 

MR. FOWLER: They have to be a licensed 
salesman, but as far as I know there is no specific 
standard that the salesman has to attain. Frankly, I 
think I am walking into ground that is away from the 
investment dealer and into their field a little when 
I make that statement, but I do know of many instances 
where the man has had maybe two or three days training 
with the sales organization and then he is out selling 
mutual shares. 

COMMISSIONER LEMAN: - If they are licensed 
salesmen, this whole realm of regulation you are talking 
about would come under the jurisdiction of the provincial 
securities act, wouldn't it? 

MR. FOWLER: Yes sir, as far as being a salesman 
is concerned, but as far as the fund itself is concerned 


there are no regulations. They have to comply with the 
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various provincial regulations in regard to the issue 
of a prospectus. They have to provide the necessary 
statutory prospectus and that sort of thing, but there 
is no regulation I know of either on a federal level 
or provincial level which npesicies in the manner that 
is dictated by the S.E.C. as to the mutual funds 
investments -- ERetathey cannot purchase more than a 
certain percentage of a certain company or that they 
cannot sell short. 

I would like again to emphasize the fund 
themselves on a purely voluntary basis, I think, have 
been very, very careful in setting up a very high 
peatdacd: but rae does not mean that without the 
necessary regulation it will continue. 

COMMISSIONER GIBSON: Would you restrict the 
investment powers to any further cawees You said: 

Not more than 10 per cent; make sure transactions are 
at arms length; no selling short or. buying on margin? 

MR. FOWLER: I haven't really worked out any 
particular thing, but I definitely would be against 
buying on margin, selling short and things of that 
nature, 

COMMISSIONER GIBSON: How about the kind of 
asset they are allowed to purchase? Any restrictions 
on that? 

MR. FOWLER: No, I don't think we should do 
that because providing the fund reveals -- and again, 
they publish quarterly reports of the securities they 
hold, and the owner of the shares knows very regularly 


what has happened, and that is one of the advantages, 
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at least one of the things why: the public have gone 
for the mutual fund in the way they have, that they 
like the attitude of the management operating in a 
goldfish bowl at: all times. 

COMMISSIONER LEMAN: You are looking to the 
future mostly in your recommendation? You are not 
too worried about the present situation? 

MR. FOWLER: No, I think at present we have 
got to give the fund very high marks. 

COMMISSIONER LEMAN: Lastly, and still in this 
| seferdi area, there is a question I would like to ask 
you: What, in your view, should be the relationship 
between stocks exchanges in a country? Is there an 
area where they can compete, and what is that area? 

MR. MILNER: I am sorry I didn't quite get 
your question. 
| COMMISSIONER LEMAN: What generally should be 
the relationship between stock exchanges in a country? 
Are there areas where they can compete and where 
it 1s useful that they compete, and what are these 
areas? 

MR. CRETZIANU: Well, I would not speak of 
competition between stock exchanges, but I certainly 
think that the arbitrage “arti pe cepa which can be done 
between the markets can help in the better pricing 
and distribution of securities. Certainly, the fact 
also that a stock exchange such as, say, San Franciso 
is able to operate for two or three hours later than 
the New York Stock Exchange is also helpful ie the 


better distribution and pricing of securities. 
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COMMISSIONER MACKINTOSH: Are there any 
limitations of aon ohare Brerabicns among Canadian 
exchanges? 

MR. CRETZIANU: I am not too sure of that now. 
I haven't followed it recently. There have been certain 
changes. 

MR. STRATHY: There is not really a great 
deal of arbitrage, so-called arbitrage, taking place 
in the securities listed on stock exchanges ie Canada, - 
because in a great many cases you will find a member 
of .a stock exchange is a member of more than one 
stock exchange. So, in part, that satisfies the 
requirement of achieving the best market for the buyer 
or the seller of the stock. 

COMMISSIONER MACKINTOSH: He puts the order 
in the exchange --- 

MR. CRETZIANU: He puts the order on the 
exchange where the best fill can be obtained, or, if 
a. -.6 a bigger amount of shares he BOTs cata Canongat 
various stock exchanges. There is arbitrage but it 
has been, I would say, dying to quite an extent, but 
it does have this effect in levelling the markets 
between the various stock exchanges. In actual practice 
the arbitrage is confined to industrial stocks between 
Toronto and Montreal and very little more than that. 
There is no arbitrage to speak of in minor stocks. 

COMMISSIONER MACKINTOSH, You say it is dying: 
You mean because there is not sufficient spread to make 
a living on it? 


MR. STRATHY: That is right and because the 
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stock exchanges have firms members of more than 
one stock exchange. 

COMMISSIONER MACKINTOSH: There is no restriction 
on fishing, but there are no fish? 

MR. STRATHY: There are less fish. 

COMMISSIONER LEMAN: Would there be any 
arguments in favour or against just having one stock 
exchange with branches as against having numerous 


stock exchanges? 
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MR. STRATHY; Well, I oulA oeetinee the : 
object of the stock exchange.is to previde a. marketplace ; 
so in the United States in the main EReosimenetor cs | 
are, listed .on the New York Stock Erenenees That does 
not mean that certain of those stocks are not listed 
on the midwest or Pacific coast exchanges but the prime 
market is the New York Stock Exchange. Those that 
do not achieve that prime degree of respectability or 
what have you or record of earnings are listed on 
the SOitan ATs stock exchange, the anieria =n stock 
exchange. That does not apply so much in Canada 
because in Canada there are really two major exchanges, 

the Montreal and Toronto stock exchanges. There are 
a great many similar listings on both exchanges. There 
is the V,ncouver stock exchange which might be deemed 
a prime stock exchange but it is much smaller and on 
that sock exchange also are listed many of the stocks 
that are listed on the Toronto ule Montreal. 

...Now, really a broader market could=:be 
achieved if there was one stock exchange if you were not 
looking at the other factors that come into the picture. 
It might be said that you would achieve the best results 
by having a number of stock exchanges each having differ nt 
listing qualifications so that the very large companies 
with a long record of earnings and sound management 
could be on the prime stock exchange like New York; 
the secondary group might be on another stock exchange 
like the American et cetera, but we have built up a. 
system hich has more or less happened which is differen 


than the United States and it fulfills its function 
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reasonably well, I would say. But it only applies to 
listed stocks and that is only a small proportion of 
the public companies with shares in the hands of the 
public. 

THE CHAIRMAN: Adjourn for ten minutes. 


(At this point a short recess was taken.) 


THE CHAIRMAN: We shall now resume. 
COMMISSIONER LEMAN: Mr. Milner, before 
the recess I asked a question -- perhaps I did not 
put it quite clearly but I did not get an answer to 
it and the question was: Are there areas where 
exchanges can compete with each other. There seemed 
to be a reply that there was no such thing as 
competition between stock exchanges. Is there any- 
thing stock exchanges can do to encourage listing 
on them and to encourage trading on their particular 
exchange as against other exchanges, or is there. no 
such process of competition going on? 
| MR. MILNER: No, stock exchanges can 
compete for listingsto the detriment of the securities 
to the extent that one stock exchange might waive 
clause 3 (c) on the llsting of proper disclosure 
and if the company so desires or did not want to 
give the information they might list on that stock 
exchange and not have to give the information. It 
would be far better if the stock exchanges had identica 
restrictions as to listing. 
| COMMISSIONER LEMAN: So that any area in 


which stock exchanges may compete with each other would 
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not produce any particular good to the securities 
industry; on the contrary it would be the other way 
around, is that right? eo 
MR. MILNER: Well, the competition, I 
think, i8 proper competition, the competition of 
attempting to build up bigger businesses. Probably 
more business would be done in two big stock exchanges 
rather than one. That competition is good. Of 
course, a national exchange would have the same 
effect in the long run, but the fact 18 people want 
to deal in their own stock exchanges, that is, the 
people ne Quebec all prefer to deal on the Montreal 
stock exchange and the people in Ontario, I fancy, 
are more anxious to deal on the stock exchange, on 
the Toronto stock exchange, and if you go out west 
you have the same thing in Vancouver where your Vancouver 
people prefer to deal on their own exchange. 
COMMISSIONER BROWN: There is one factor 
that does affect this and on which I think we would 
like to have some comments and that is provincial | 
transfer taxes. 
MR. MILNER: Well, of course, we are against 
provincial transfer taxes. 
| COMMISSIONER BROWN: That is the answer I 
expected. 
| THE CHAIRMAN: I Rave heard this for many 
years. 3 
COMMISSIONER BROWN: But it does affect 


the mobility of capital in Canada? 
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MR. MILNER: it affects the mobility of 
capital in Canada and also the succession duties have 
the same effect. That i8 the reason that you get 
so many transfer agents. Some of the larger companies 
have transfer agents in three or four provinces merely 
to get around that. 

COMMISSIONER BROWN: Some of the largest 
ones have not? | 
MR, MILNER: No, some of them have not. 

COMMISSIONER LEMAN: Well, the stock 
exchanges will come before us and they will be able 
to defend themselves, Mr. Milner. We wanted your 
Opinion on some of these points. That is all I 
have in that area. | 

MR. MILNER: Mr.Leman, you asked one 
question before lunch and I said we would endeavour 
to answer it this afternoon. I am going to ask Mr. 
Cretzianu to answer it. 

MR. CRETZIANU: I have made a quick 
estimate of these pooled funds and I find that life 
insurance companies in Canada at the end of 1959 
had assets of $7,500,000,000 while in the United 
States their assets were $125 billion. So it is 
quite cal ata if you want to take the population 
ratio, that these funds are much higher in te States. 

Trustee pension funds, I made an estimate 
of Patt $3 billion against $33 billion so there 
it would be a little closer. 

Investment funds -- in 1960 in Canada 


were nearly $750 million net worth of assets and in 
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the United States they were $20 billion, so there 
again it is quite clear that the proportion in the 
United States is much higher. 

MR. MILNER: Does that answer your question, 
Mr. Leman? 

COMMISSIONER LEMAN: Yes it does, thank 
you. 

COMMISSIONER MACKINTOSH: Mr. Chairman, 

I have a few Bile dédions I would like to ask in clarification 
of some parts of the submission. In Appendix D on 
municipal finances in paragraphs 12 to 15 there is 

an explanation of the need to have some systematic 
municipal statistics. Has the Association asked 

for these statistics from the variaus departments 

of municipal affairs and been unable to obtain them? 

MR. MILNER: Mr. Johnson, would you care 
to speak on that? 

MR. JOHNSON: I know of two instances where 
the provincial governments have been asked to improve 
on the information that has been provided. We are 
provided with some information. It is usually late 
in reaching us. The main complaint in one province 
is that you get the information the day of the tender 
or the say: after whereas we require it about two weeks 
in advance. The information that is provided in this 
instance is quite complete. 

: COMMISSIONER MACKINTOSH: Would it be 
impossible to get the provinces, in the interests of 


helping the municipalities with their financing, to 
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provide that they have to submit this information? 
You have a form here of which part is statistical. 
Why is not the sensible thing to have them submit 
that when they ask for tenders? It was suggested 
earlier that after a firm had got a tender that they 
had to go back and ask the municipality what the | 
facts were about it. It seemed an awkward piece of 
business. Why not have it required that if they | 
are going to put out bonds for tender they have to 
supply the information? 

MR. JOHNSON: Unfortunately the ASsociatio 
cannot dictate the requirements, but the I think the 
Association should put ao pressure on various 
provincial governments to provide the information 
iy good time. ° 
| COMMISSIONER MACKINTOSH: Well, of course, 
there is the extreme course of a member of the Association 
not being able to tender, I know a lot of contractors 
who will not tender unless the architect's specifications 
and drawings are satisfactory. Part of that, I think 
it is Exhibit A is, of course, qualitative and that 
would have to be, I imagine, supplied by the dealer 
himself if you are going to have a rating on the 
facilities of the municipal council and the political 
climate. I do not think that you can get any official 
verdict on that. 

MR. JOHNSON: No, we would not expect that, 
Si, 
COMMISSIONER MACKINTOSH: But with the rest, 


of the form I think it could be made a condition in 
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asking for tenders. 

MR. MILNER: The difficulty, Dr. Mackintosh, 
of course, in the small rural municipalities where 
they have one inefficient local clerks of the council, 
in the farm areas where a farmer acts as municipal 
clerk and it is haying time and he does not answer 
the inquiry. But there has been a vast improvement 
in the municipal statistics over the last three years, 
that is, the provinces in the municipal departments 
have helped us considerably in getting statistical 
information together. They have made it very awkward 
for municipalities to get grants unless they submit 
proper balance sheets and that is the quickest way 
of getting the information. 

COMMISSIONER MACKINTOSH: You have a 

number of recommendations concerning municipal 
securities. One which occurs somewhere in the body 
of the submission is the suggestion of eae iuetae 
assistance Peraiae up issues and the various forms 
which it might take. You suggest some grants might 
be earmarked for the service of the debentures. Are. 
you referring there to special grants or to any grant 
that is due to the municipality from the prov inode 
government? 

MR. MILNER: Well, Mr. Johnson will say 
what they do in Quebec there. 

MR. JOHNSON: We refer there to special 
grants and this is generally in the case of grants 
made to school commissions where there is a grant for, 


we will say, $200,000 which is to be payable over a five 
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year period at $40,000 a year, and that grant is 
specially earmarked for the servicing of the debt 
during the years in which the grant is received. 
Consequently, the first five maturities in the serial 
issue are increased by the amount of the grant and 
that enables us to sell those particular securities 
at very close to the rate that would be received 
on direct guarantee of the province, and, consequently, 
the school commission not only ane LIt A toe the 
receipt of the grant, but benefits from the slightly 
improved cost of borrowing. - 

COMMISSIONER MACKINTOSH: This, in your 
maton tte is a good thing? 

MR, JOHNSON: Yes it is. 

COMMISSIONER MACKINTOSH: What about the 
practice in some provinces of using provincial funds 
to purchase part of the issue which I gather helps 
both the putt oa Tite and the underwriter? 
| MR. JOHNSON: That is very helpful but 
it does not enable the borrower to obtain quite as 
attractive a rate because the investor does not take 
that into consideration when making his investment. 

He is not. buying something with a one of provincial 
guarantee on it. 

COMMISSIONER MACKINTOSH: He may not actuall 
know whether it is so or the degree to which it is so? 

MR. JOHNSON: That is right, and as far 
as the investors are concerned the security is no 


better than if there was no agreement between the 


government and the underwriters to purchase part of 
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the issues whereas if you have a grant the borrower 
knows a certain part of the debt is going to be paid 
ofr. 

COMMISSIONER BROWN: If this is known before 
the tender it encourages underwriters? 
MR. JOHNSON: Where they might be concerned 
about market conditions they are inclined to take a 
little more risk than without that assistance. 

_ COMMISSIONER BROWN: And would it not 
at other times have the effect that if it was a very 
competitive tender there is a tendency to work on a 
narrower margin? 

MR. JOHNSON: That is right. 

COMMISSIONER MACKINTOSH: What about 
provincial guarantees which I think you speak 
approvingly of although you do not actually recommend 
them? 

MR. JOHNSON: We do not recommend them but 
ron the point of view of parca the cost it does 
definitely reduce the cost of borrowing to the 
Mints ipalicy but it also has the effect at times of 
encouraging the municipalities to go out and spend 
money more freely than they should. 

COMMISSIONER MACKINTOSH: Yes, I do not 
Suppose any province is likely to offer an open 
guarantee. They would keep some control. 

MR. JOHNSON: We have seen instances where 
issues have carried an unconditional guarantee of the 


province and the money has just disappeared; it was 
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not properly administered. 
COMMISSIONER MACKINTOSH: No province 
extends beyond particular categories of municipalities? 
| MR.JOHNSON: It would be under very special 
circumstances where the money probably could not 
be raised otherwise in the volume required. 
COMMISSIONER MACKINTOSH: What importance 
do you attach to your recommendation that insurance 
companies be allowed under the Insurance Act to carry 
these securities at amortized book value? 
MR. JOHNSON: I cannot give you a guess 
at the percentage that the insurance companies might 
increase their investment, but this is a problem 
that we run into from time to time where insurance 
companies have used that possibility as an: out. 
COMMISSIONER MACKINTOSH: As an argument 
for not buying? | 
MR. JOHNSON: That is right. 
COMMISSIONER BROWN: ' The insurance 
companies came up with a similar recommendation but 
it was not unanimous. It was the expression of opinio 
of some that this prevented trading. 
MR. JOHNSON: I ‘think that some insurance 
companies would increase their percentage investment 
in municipals if they were permitted to amortize. Thi 
has the effect of freezing them in certain instances. 
COMMISSIONER BROWN: Could this be offset 
by the inability it would place on the insurance companies 
to place out municipal issues? 


MR. JOHNSON: I would not be prepared to say 
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that it would offset it fully, but it would certainly 
ay assistance in times of low market values where, 
if they would be able to amortize, they would be closer 
to the market level than:they are at present. 

COMMISSIONER BROWN: There is some argument 
about Bede re eine the amortization categories to those 
that are obviously going to be met at maturity; in 
other words, the obvious ones are Ganddas where the 
power of issuing the currency is in the hands of the 
borrower and a slight extension of this would go into 
the provinces, but how far are you extending this et 
you get down to municipals? 

MR. JOHNSON: I think it would be very 
difficult to divide the municipalities up into tree 
where the securities should be amortized and those 
where they should not be. 

MR. MILNER: Well, Mr. Brown, the municipal 
debt Rene Roba ble in the last analysis the bepbidebe 
there is in the country if it is under proper control. 
The willingness to pay of the Bond municipality is 
unlimited. That is why we are loathe fe have provincia 
| guarantees and that sort of thing to encourage a higher 
ratio of debt than the municipality can properly carry. 
But since the revision of the Municipal Acts after the 
1929-31 period there have been practically no municipal 
defaults, in fact I do not know of any municipal default 
in the last ten years. 

COMMISSIONER BROWN: One of the changes that 


came about because of those problems was that I think 
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all municipal acts now require other than those munici- 
palities that are specially incorporated to issue only 
serial or instalment bonds and not sinking fund. Would 
you like to comment on this? Has this got an effect 
on the present market? 

MR. MILNER: I think I will ask Mr. Johnson 
to answer that. 

MR. JOHNSON: I do not think I got your 

question. 

COMMISSIONER BROWN: Do you think that the 
market for municipal bonds would be improved or worsened 
if municipalities were to go back to a sinking fund 
type of issue rather than a serial type of issue? 

MR. JOHNSON: You are talking about the 
secondary market now or the primary market? 

| COMMISSIONER BROWN: Primary market. 

MR. JOHNSON: I think the fact that there 

“would be some secondary market created by sinking fund 


operations would improve distribution. 
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COMMISSIONER MACKINTOSH: What is your view 


of the suggestion we hagwe had that they be allowed to 
° ; & 
issue debentures which in the early years would be of ® 


9 
serials, and there would be a sinking fund for the 
longer term? 


MR. JOHNSON: That is the suggestion in this 


brief. 
COMMISSIONER MACKINTOSH: Oh, I see. 
MR. JOHNSON: That is in this brief. 
COMMISSIONER MACKINTOSH: I must have forgotten 
what play ie were producing. a 


MR. JOHNSON: You probably have two categories 
of investors who buy municipals. You have short-term 
buyers who like to buy one to five, or sometime one to 
ten year serials, and your life companies and pension 
funds have long-term investors who prefer a definite 
one term, and we believe they prefer 15 or 20 years 
ei niine) fund debentures rather than 11 to 15 years 
serials. 

COMMISSIONER BROWN: Would you like to see the 
municipalities in Canada permitted to issue the type of 
mortgage loans that the specific corporations in the 
United Kingdom are permitted to ounce 

MR. JOHNSTON: I am afraid I cannot answer that 
because I do not know what they issue in England. 

MR. MILNER: You mean redeemable ones? 

COMMISSICNER BROWN: They issue redeemable 
loans to individuals, and I think they are redeemable 
in three months. If someone has £50,000 to put to work 


they get in touch with their local corporation and arrang 
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to deposit it, and they get a piece of paper on which 
they get the eet interest rate which at the moment 
is 64 per cent. 

MR. JOHNSON: In other words it is short-term? 

COMMISSIONER BROWN: Yes, redeemable on three 
months notice, and they are fully registered. 

MR. JOHNSON: I would not favour that. 

COMMISSIONER BROWN: I did not think you would. 

MR. JOHNSON: There is nothing selfish about it, 
I was thinking of the municipalities. 

COMMISSIONER BROWN: Do they get nothing out 
of it? 

‘THE CHAIRMAN: The initial debentures being 
as good as you say they are, why is the differential. 
in interest rates so great? 

MR, MILNER: Marketability is probably the 
main factor, Your Honour. People who invest in 
municipal debentures want a higher yield than they 
do have in market debentures, whether it be one-quarter 
of one per cent yield or one-half, I do not know. If 
you are comparing Ontario as against a provincial issue, 
a good municipal sells within. one-quarter of one per cen 
of the yield of the profits. 

COMMISSIONER BROWN: Yes, but it is the type 
of municipality that you described; the small 
municipality which you put very high as being credit 
worthy. Is it because the public do not realize that 
it is as credit worthy as it really is? They are the 
ones who can less afford to pay the high rate of 


interest. 
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MR. MILNER: Not necessarily. I would not 
think that would be a true statement. A small 
municipality has just as good taxing power as the 
large one. 

COMMISSIONER BROWN: Yes, but it has not 
got the big industry. They work on a much smaller 

| scale and do not spend the amounts of money that the 
others do. They do not spend as much as the bigger 
ones do, nor in the same proportion. Is it because 
their credit worthiness has not been sold to the public? 

COMMISSIONER MACKINTOSH: Mr. Milner, as you 
said, first marketability and secondly, lack of knowledg 
on the part of the investing public, is that true? 

MR. MILNER: The lack of knowledge to some 
degree, but actually it is the MaibetabsdaGy which 
accounts for the higher yield which attracts the 
insurance company and the pension funds to buy municipal 
bonds. 

THE CHAIRMAN: Yes, but the marketability depends 
to some extent upon the knowledge of the public as to 
the value of the securities. 

MR. MILNER: I would not think -- I do not 
think that is nearly as much of a factor. If you start 
dealing in the far northern securities where you are - 
dealing, for instance, in mining areas, there is 
a risk element there. 

THE CHAIRMAN: I am talking about the ones 
that you say are first-rate. I assume that is what 
you meant, that they are first-rate as far as credit 


risk is concerned yet they are about third-rate in line 
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with interest rates. 

MR. MILNER: There again you have got a somewha 
‘similar situation as was brought up this morning in 
respect to provincial issues. Your provincial issues 
do not sell in the same level of Sion Buyers dictate 
the price, we cannot dictate it. 

| THE CHAIRMAN: I understand that. 

COMMISSIONER MACKINTOSH: If I can go back 
to this question of amortized book values for these 
municipal securities, I should like a little further 
information in this regard. 

Is it not a fact that for quite a number of 
Small municipal issues, a realistic market price cannot 
be Brprudeds Divs can only be inferred? 

MR. BEATTY: It is a great nuisance to investor 
with large portfolios to have to value a neues number 
of individual items. 

COMMISSIONER MACKINTOSH: May they not have 
a debenture of small municipals with the most recent 
sale that can be found being several months ago? 

MR. BEATTY: They sit down and value them 
all in collaboration with the dealers each year and 
try to get a standard valuation for the use of the 
insurance industry as a whole, 

COMMISSIONER MACKINTOSH: Thus you only infer 
values? 

MR. BEATTY: You only infer values. 

COMMISSIONER MACKINTOSH: If some other 
security is selling for this, then this one ought to 


sell for that? 
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MR. HUNTER: There is a market for all these 
securities if these accounts want to sell them on the 
secondary market. There is no active market for them 
put they can put a price on their securities and the © 
dealers will go to work and sell them for them. There 
is a reasonable amount of volume for that. 

MR. JOHNSON: Dealers will buy them for 
pos ition ast There is no quoted market on them as 
you have in Canada where you have a bid side and an offer 
Side. There is a bid side always and occasionally an 
offer side if there are any bonds available. 

COMMISSIONER GIBSON: This has the effect of 
locking municipal security holdings and it is more 
tightly into insurance companies portfolios. Would you 
like to see that happen, or where is the trade in 
municipal securitées? 

MR. JOHNSON: We would like to see more tradings 
in cheat 

COMMISSIONER GIBSON: This is what is worrying 
me. You want to allow insurance companies to value 
these securities at the amortized book value, and yet 
some of the insurance companies do not like this idea 
because they would not feel like trading in them to 
tre same degree. There is a bit of a conflict here, I 
think. | | 

MR. MILNER : The trade, Mr. Gibson, in the 
insurance companies in the secondary market on 
municipals is not much at any time and, frankly, I do 
not see what -°: difference ©.’ the amortized value would 


have. In other words if a municipality two or three 
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years ago sold a security to yield 5 per cent to one 
of the insurance companies, it is obvious that it will 
take a wacking loss on today's market. Conversely, if 
securities sold today to the insurance company from 

a municipality, two or three years from now they could 
easily dispose of this at a profit. 

COMMISSIONER BROWN: Is this a guarantee? 

MR. MILNER: Without guarantee. 

COMMISSIONER BROWN: I mean, to sell them at 

a profit? Can‘we quote you? 

MR. HUNTER: I would like to point out again 
that in 1961 primary sales of municipal securities were 
approximately $462 million, and yet there were $368 
millions of secondary market sales, so there is a market 
for them. 

COMMISSIONER BROWN: This is the point that 
Mr. Gibson and I were making. Anything that tends to 
lcok this market up is going to restrict this trading. 

COMMISSIONER GIBSON: On the whole it is 
definitely felt that if they carried them on their books 
at the amortized value rather than the market or book, 
whichever is the te they are much less likely to 
sell them at a loss. 

COMMISSIONER MACKINTOSH: If I can go back 
to another ee ree ie ie I should like to hear some 
comment about it. I refer to Appendix B, provincial 
financing, you recomend that the use of savings loans 
type of issues be ea curtailed. 

MR. MILNER: Mr. Ely, would you like to speak 


in that regard? 
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MR. ELY: I do not think it needs much comment. 
I pointed out that savings loans are in effect a blank 
cheque on the lender. Provinces do not control currency 
and can find themselves in a very embarrassing situation. 

COMMISSIONER MACKINTOSH: A blank cheque on 
the borrower? 

MR. ELY: I am sorry, a blank cheque on the 
borrower, yes, if that boritowert has not got control 
of currency he is asking for trouble, and we have seen 
some of it. | 

COMMISSIONER MACKINTOSH: Does the danger arise 
from the existence of such loans or from the excessive 
use of them? 

MR. ELY: The excessive use. 

COMMISSIONER MACKINTOSH: There is a small 
stable market for that sort of thing in particular 
localities, is there? 

MR. ELY: The danger really arises, Dr. 
Mackintosh, from excessive use, and they should be, I 
think the words are used were, sharply curtailed. We 
mean just that. They have been used far too excessively. 
It is a means of raising money very easily, but a 
very dangerous practice. 

COMMISSIONER MACKINTOSH: Easy, but the 
evidence is not clear that it is cheaply. 

MR. ELY: The evidence is rather the other way. 

COMMISSIONER MACKINTOSH: You have not any 
rule-of-thumb as to how much is safe? | 

MR, ELY: None. 


COMMISSIONER LEMAN: No rule, or no savings 
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bonds? 

MR. ELY: No savings bonds by any other body 
than the Dominion of Canada. 

COMMISSIONER MACKINTOSH: Well, to turn to 
another direction, and that is what you have to say 
about chartered banks and near banks in Appendix H. 

I am not entirely clear about your recommendatian in 
respect to the prompt adjustment of call loan rates to 
fit market conditions. In the first place I gather 
that the lag in adjustment causes you to borrow from 
the street; I think you said country banks. Is this 
in itself a bad thing? 

MR,‘ MILNER: Mr. Shaw,would you speak on that? 

MR. SHAW: Well, this had the effect, Dr. 
Mackintosh, that the so-called country bank market 
expanded very rapidly and significantly in the period 
from August 13, 1959, to September 29, 1960, when 
contrary to the usual practice there was no difference 
in the interest rate scale applied to dealer borrowings 
from banks. The usual eeehieeeot there would be 
interest rates scaled from the low to the most high 
marketable oheaserads or short-term rather with the 
lower rates scaled up to the high rates of long securities. 
This is the longest eae in our epxerience -- perhaps 
not the longest period, but it so happened the rates 

were set/a flat 52 per cent at the initiation of that 
period and were left unchanged rpe some 14 months. 
This is a rate which would have made it extremely 


difficult for us to carry on if this were our only source, of 


bOrrowed capital. 
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As a result the dealers were compelled to 
look elsewhere, and I think we said with no little 
success. This developed by reason of an apparent 
indifference to the dealers’ problems on the part 
of the chartered banks. Their reasons probably. were 
very good. 

COMMISSIONER MACKINTOSH: Maybe they were 
elsewhere engaged. 

MR. SHAW: They were perhaps elsewhere engaged; 
at the same time the dealer found that there were other 
sources of capital which grew to such large proportions 
that we became alarmed as to the size of them and 
started to measure that market. We put into effect 
machinery for measuring it, which has remained since. 

I think the recommendation states that if the 
banks could share the dealers' ideas that the rates 
would be periodically reviewed with a view to keeping 
them competitive with other sources of borrowing loans, 
the dealers in most cases would prefer to return 
this trade to the chartered banks. ‘ 

| COMMISSIONER LEMAN: Is that because these 
country banks are in and outers, or what? 

MR. SHAW: No, it just imposed a good deal 
more of a different procedure which was different to 
what we have been accustomed. That is not to say 
that now this market has been established it would 
disappear entirely. There are many reasons why this 
sore of thing has become of value both to dealer and 
Suppliers of capital. 


COMMISSIONER MACKINTOSH: Would you not assume 
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that the banks are now aware of this historic experience 
MR. SHAW: We do so assume, and we had every 
reason to believe that during the period that they 
were aware of what was happening. However, as you suggest, 
they were going through some problems of their own at 
that time and had no difficulty in finding useful 
employment for the funds that they then had. 
Toward the end of the period we took occasion 
to call upon one of the banks and discuss the matter 
with them. They were quite aware of what was happening. 
I do not suggest for a moment it was deliberate indifference. 
It was simply that we had to seek capital on a basis 
thatiecild permit us to carry on business profitably. 
COMMISSIONER MACKINTOSH: Well, what is uncertain 
in my mind is whether this is simply the working or 
the developing of a eee: under a set of strenuous 
circumstances. } 
‘YR. SHAW: It was something that developed 
under this impetus that unless something of the kind 
that we recommend takes place, it is. here to stay. 
COMMISSIONER LEMAN: Is this a case of there 
ought to be a law, or what? | 
MR, SHAW: No, the suggestion that we make, 
through the Commission rather indirectly to the banks, 
is that they might like to have some discussions about 
Los | 
COMMISSIONER MACKINTOSH: Well, I have reason 
to believe the banks may hear of this. 
| You also recommend, in a generous frame of 


mind, the removal of the 6 per cent ceiling on bank 


> ‘i 


bat nada vemid pa: son 
Tefen snd hdcmianiad bas woad 


Rhea bee eteredaues eave ee ae: 
. ahead & ag aaT hg Negee oid batt om teas, yelp 
Pe a 


+ ern Saree “agontend (1 bis on au tiorteg, pee, | Tea 
‘theo riont at tadm .ffoW  :HZOTMNOAM ARMOTeeN BOD ga 
| i sibs wai niquite ot bad ~eddocie aL balm oo) ry 
| Buounerdts to hee & teens horas a % ‘satqoleven, ents 
ae | alata ng | Saannnincs 
| Ss Heol eveb dart Bitton aww at. WN FM sail eo 
| | dl 


DE OOP Retieece etalon Jae mentinme ates robe I er 
tA at ’ 


Mate od ee aa os. orate eins 7" 
arogty to S889 # Bbify an 
| Vd ad Sa 20, pana: 
H 
| Saga sw tery ste sti edd, Baie 
| idead, sid oF vitooutbad odie 
. tHOdB stolaauoald, cae. “even oe), aes, 
AOL get oven I ,fiow _ SECTION, sO 
i: a Has ee Jt: ath rg ig ; Sa ae 
PE cay On tts afin a MW 
7 to onan, eworeaeg, £ ab | wets 
. Kista idek alin eet: Meme 


Nethercut &é Young re 2808 aa 


Terente, Ontario 


interest. Does this relate to the same desire for 
flexibility of rates? 

MR. SHAW: It does Tndeeas sir. During our 
conversations with the banks at that particular time 
which by coincidence coincided with the first change 
that we had in the scale, the position was taken by 
the banks that by reason of the fact that in a period of 

very tight money when the banks might have every reason 
to expect that they could have obtained a higher return 
upon their loan resources, they were held to the 6 per — 
cent level. So, for that reason when the rates began 
to decline, we felt there was some justification for | 
retaining the higher rate for “ somewhat longer period 
‘than would normally be warranted to make up for the 
lost opportunities to the bank, had they not been on 
: 6 per cent ceiling. | 

In addition to that we were inclired to take 
the view that the reasons that existed for the original 
imposition of this restriction were because in the first 
instance the position was taken that the banks should) 
not loan at 7 Lg cent because if they did they were 
incurring greater Piaie than they should take and, 
secondly, that any rate higher than 7 per cent was a 
rate that the agricultural community ponya not support. 
These were two reasons cited in the MacMillan Report 
ee BES Bie Nor hs If those were the reasons for the imposition 
initially we felt that they still existed, and we 
take the position that this ceiling is anomalous and 
presents an undue restriction on freeom of contract, 


ought 
if you like. We felt that they/to be allowed to occupy 
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COMMISSIONER LEMAN: No ceiling at all, and 


it is rather interesting to note in the report that 
they recommend the cei ling be removed. 

COMMISSIONER BROWN: Perhaps the hankers 
prefer that-we do not make a dd onianda eon in case 
we reduce tt to five per cent? 

COMMIS SIONER MACKINTOSH: In paragraph 29 
of that section you complain of the residual nature 
of the chartered bank investment policy in that it 
leads them to sell securities when the damand for 
loans is high and buy securities when the demands 
for loans is low. Now, admitting that the experience 
of 1959 was a bit strenuous, is not that a normal 
working of the market in the financial intermediaries? 

| MR. SHAW: First of all,. we did not try 
to make it sound too much like a complaint, we pointed 
out that this was really what happened; that the 
security markets -- and certainly this did happen 
in 1959 fe were subject to pretty severe impacts as 
the banks added reserves to look after the pressure 
that was there on the part of their customers for added 
loans, and we point out only that this does pass throng 
to the subsidiary markets and through them to the 
dealers some pretty sever shocks from time to time. 

We go on to point out that this applies 
not only to their current deposits but to all deposits 
including the steadily rising savings deposits. 

COMMISSIONER MACKINTOSH: However, I would 
take 1G bathers is evidence that the chartered 


banks were not the prime movers in this series of event $? 
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MR. SHAW: No, we presume that e mee 
COMMISSIONER LEMAN:. What has it reached 
now? 
MR. SHAW: I think it is 5.65. What day 
is it? 
COMMISS IONER MACKINTOSH: I find also chore 
appears to me to be a contradiction in a couple of 
the following paragraphs. 

You ‘speak of the tendency of the banks, 
the chartered banks towards increasing liquidity in 
their investments. You quote with some approval 
the suggestion of the governor of the Bank of Canada 
some years ago that you might look towards longer 
investments in the light of the amount of their 
savings profits, and then I am not sure whether you 
recommend or not --- | 

MR. SHAW: MeTTintebrine you, sir? 
COMMISSIONER MACKINTOSH: Yes. 

MR. SAW: We ane very careful nee to 
make a recommendation on this point. We said there: 

"This Hie C8 as an avenue of exploration 

the possibility that personal savings 
deposits held by the Chartered Banks..." -- 

COMMISSIONER MACKINTOSH: I know you do 
not make the recommendation there, but you did then 
say that the banks continued to refrain from making 
term loans? 

MR. SHAW: That we did make a specific 


reference to. 
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COMMISSIONER MACKINTOSH: It is not because 
it is a longer term investment, according to your 
previous statement. What is the reason for it? 

MR. SHAW: We realized that there might 
be some apparent contradiction there, although we do 
not think that there is, but our objective is -- 
rather, shall we say that our approval of the present 
arrangement and agreement amongst the banks to refrain 
from making such term loans carries our full approval. 
What we were concerned about the time before this 
agreement came into effect was the steadily increasing 
practice on the part of the chartered banks to negotiat 


directly with corporate would-be borrowers; loans 


for periods of repayment longer than the normal period 


of that loan and for purposes which were clearly 
capital purposes and taking on the full amount -- 
taking this as an investment for the amount of these 
loans it made. 

COMMISSIONER MACKINTOSH: That is the 
alternative to the client issuing the securities. 

MR. SHAW: Quite, and we took the position 
that in many of these instances that the borrower 
in normal circumstances would have entered the long 
term market and gone through the normal underwritings 
a the advantage of the borrower! 

COMMISSIONER MACKINTOSH: At least: 

COMMISSIONER GIBSON: On this same point, 
on his yield of the banks making small term loans 


under one-quarter million dollars ---- 
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MR. SHAW: Our recommendation is term loans 
beyond a reasonable amount. 

COMMISSIONER GIBSON: I did notice that. 
You do not express any view on that? 

MR. SHAW: We take no exception to loans 
of a reasonable amount under the circumstances. As 
a matter of fact, I think you will find somewhere 
else in our brief that in the small business area 
there are comments as to the hope baateche banks 
might be able to look after --- 

COMMISSIONER GIBSON: I did notice that, 
and that is why I asked the question. | 
MR. SHAW: The emphasis is on size or 
smallness. 

COMMISSIONER MACKINTOSH: There were 
a couple of sentences which I confess I did not 
understand. In paragraph 58 of that section at 
the beginning you say: 

"There has been concern expressed in 

recent years as to the responsibility 

of the dealer in the placement of the 

securities of 'near-banks'. The pressure 

exerted within a firm to secure funds 
for a client have, undoubtedly, resulted 
in the placement of Securities of dubious 
dus lityvi. 
I do not just understand what the mechanics of this 
were, so to speak. 
MR. SHAW: Well, this has to do with so- 


called corporate paper; a market which has developed 
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1 and extended considerably in the last short ay ie 
a As I say, our interest is in the develop- 
3 ment of this market and we recognize in many cases 
4 that it is an advantage to the corporation, the borrower, 
5| to give the accommodation which he values, although 
6| I personally am not aware of any cases where it clearly | 
. 7 States that securities have been placed, but members 
8 of my committee maintain that they were Saxs.tée such 
9 instances. | | | 
10 The definition of the word "dubious" was © 
11 not too clear. However, as far as we are concerned 
12 I think we feel that this is an area where great 
13 care should be exercised; that a dealer who sets up 
14 . this type of pater spvula make available to the 
15 lender the information which will enable him to measure 


16 the quality of the loan that is being made, and I 


17 am fearful as to where the relationship between the 
18 | dealer and the corporate bank may lead. The dealer 
19 could make available accommodation to a corporate 

20 client in some instances which might ultimately 

21/ lead to trouble. | 

22 | COMMISSIONER MACKINTOSH: And when you 
23 say "pressure séttoon a firm" you mean pressure 


24 within the dealer's firm? 


25 | MR, SHAW: That is right, pressure Baevoon 
26 tHe dealer and his corporate clients. 

27 The danger that we are concerned about 1s 
28 that this type of loan accommodation as it might 


29 be obtained by the corporate buyer at a time when 


Tet Rae 
he had to protect himself in his own line of credit 
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with the bank, so that should it turn out that he 
could not renew such a loan, he may find himself in 
a position where his bank would be unwilling to provide 
the funds to repay and it would cause an incident 
in the market which he would very much like to avoid. 
There has been to my knowledge no such instance so 
far. 

COMMISSIONER MACKINTOSH: I take it this 
paragraph is an admonition to your own industry to 
watch itself rather than a recommendation? 

MR. SHAW: That i8 something for the 
record --~- 

MR. MILNER: It is exactly a similar 
| security to those provincial -- those short term 
provincial notes where it would be a simple thing 
from my point of view. | 
| COMMISSIONER MACKINTOSH: Mergers with 
the different agencies? 

MR. MILNER: Yes, the corporation market 
has been a very large one and a very sound market 
in the long run for corporations as a whole, and 
you are quite right to say that it is an admonition 
to ourselves to be sure we do not go too far and 
get one that cannot be repaid. | 

MR. SHAW: It may well be that the develop- 
ment of the Rane teua eneprance of this market, which 
got off to a start in ee an unfortunate cliné 
might obviate these dangers and provide this kind of 
accommodation, but I do not know. 


COMMISSIONER LEMAN: You reiterated this 
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morning the assertion that you are willing to take 
full responsibility for the Qibtripution of any kind 
of security. 
MR. MILNER: We take full responsibility. 
COMMISSIONER LEMAN: Would there be any 
situations, say, where this could be embarrassing or 
that this is the case? 

MR. MILNER: That is it exactly. 

MR. ELY: I think I can add to.this 
because we do a large business in this type of thing. 
I think most dealez probably have an approved list 
of corporate borrowers for whom they will raise money, 
but when it gets down to the dubious quality they 
do not do it. 

COMMISSIONER MACKINTOSH: Now, I have 
another question on your recommendations. I would 
dike some further explanation of recommendation of 
(3)(b) which says: | 

". that there should be no further 

extension, beyond the relatively few 

cases of long standing which may exist, 

of ene inclusion of banks and syndicates 

underwriting corporate. securities for 

resale to the public," 
That is at the end of the paragraph. Exactly what is 
the problem there? 

MR. SHAW: There is a further section to 
that sentence which you didn't read: 

; particularly where such inclusion would 


place the bank in the dual position of banker 
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and underwriter and where the sale of 
corporate securities is for the income 


bank loans," 
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As a matter of fact, there are very few instances 
where the chartered banks are members of corporate 
underwriting syndicates. Those instances which do 
exist have been in existence for a long time and were 
entered into for very good ee at the beginning. 
We make no recommendations for changes in that area 
and we have no reason to believe that the banks have 
any ambition to restrain their activities in this 
direction and we express the hope that they have no 
such intention. 

COMMISSIONER MACKINTOSH: I take it that 
ene admonished your own industry you are now 
admonishing the banks? 

MR. SHAW: We are telling them how happy we 
are with the status quo. 

COMMISSIONER BROWN: How about the present 
restriction in the Bank Act of banks! names appearing 
in them, in the advertising SRRED ant RAeTons 

MR. SHAW: We make some oe engine in the 
body of our appendix and as it now stands it is expressl 
laid down that the name of any chartered bank may not 
appear in the prospectus of reeccocrieien 

COMMISSIONER BROWN: But there are participatin 
securities -- it is in the Act that you should not, 
but in your opinion jis the Act right or not? 

MR. SHAW: I am sorry you added that last bit, 
but I was going to say owanena reason they don't appear 
is that the Act says they may not appear. 

COMMISSIONER BROWN: The Act is up for discussi 


MR. SHAW: And we raised the question as to the 
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intent of that restriction at the time the Bank Act 
was revised in 1934, or whenever it was. I wouldn't 
care to express -- perhaps if you restate the question. 

COMMISSIONER BROWN : Iet me restate the question. 
In view of the fact that banks are participating in 
such underwritings and they are members of the syndicates, 
do you think that the Act should be amended or that 
their names could or should appear in the advertisements 

MR. SHAW: To speak personally, I think that 
the participants -- all of the participants in these 
Syndicates should be prepared to make themselves 
known aS members of the syndicate, that is a personal 
view. 

COMMISSIONER BROWN: Do any of the other 
representatives here care to express a personal view? 

MR. ELY: I will subscribe to that: they 
have a liability and there is no reason in the world 
why their names shouldn't appear in the Act. 

) MR. KINNEAR: That is the part on full 
disclosure, 

COMMISSIONER BROWN: Is there an association 
viewpoint? 

MR. MILNER: It was never brought up in our 
discussions. I think if you were to canvass the industry 
as a whole there would be a divided opinion as to 
whether in the revision of, the Act, whether they should 
be permitted to, but you have heard some of the people 
here say that they would be quite prepared to not 


exactly recommend it but have no objection to that 


appearing. 
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COMMISSIONER BROWN: You apparently had some 
views at the time on your mind or some arguments 
against having the names appear; would you care to 
state them? 

MR, MILNER: Well, I think now we have attempte 
in all instances to keep anything selfish out of our | 


presentation. 
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I think it would encourage the banks to do more of 
our business than they are doing now, and they are doing 
a fair amount at the present time, as we well know. 
‘COMMISSIONER BROWN: Do you think this might 
encourage other potential borrowers to approach banks? 
MR. MILNER: To attempt to get them for their - 
name. 
COMMISSIONER BROWN: Are there any other points 
of view that there could be expressed? 
MR. COX: I , for one, as a personal observation, 
would not like to have the banks' names appear. I 
agree that I think it would encourage them to try and 
do more business in this direction. I think it may 
encourage some borrowers to go directly to them to 
obtain their funds frompossibly an underwriting or 
term loan. There is one item on term loans that perhaps 
should be mentioned, that they are potentially inflationary 
to the extent that a bank grants a credit or deposit 
to the eine and it is not matched by withdrawal 
in the banking system of savings from accounts of 
individuals who might be buying the securities. 
COMMISSIONER GIBSON: But if there is no 
increase in the money supply, why is a term loan more 
inflationary than a short-term loan? 
MR. COX: It is not, except it stays as 
a permanent part of the supply until it is repaid. 
| COMMISSIONER GIBSON; It does not turn over 
as much, | 
MR. COX: If you.loan money for 5 years it 


is likely to be there for five years. If you loan it 
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through the normal banking procedure, it is likely 
to be repaid, but if you continue this thing --- 
COMMISSIONER GIBSON: Well, if it adds to 
the money supply, what you say is obviously correct; 
if it does not add to it I cannot see it has any effect 
on any kind of loan. | 
MR. COX: Well, I understood this was the 
thinking of the Governor of the Bank when he started 
proposing term loans. 
COMMISSIONER GIBSON: That is was inflationary? 
MR. COX: Yes, and that ,it could lead to --- 
COMMISSIONER GIBSON: In proposing the term 
loan? 
MR. COX: Yes. Isn't that your recollection 
of it? | | 
COMMISSIONER GIBSON: I think this was perhaps 
at an inflationary time. 
MR. COX: Yes. 
COMMISSIONER GIBSON: And I think his thinking 
was perhaps he wanted the banks either to borrow it 
and long-term borrowers to go out and borrow on the 
market, and obviously he wanted to restrain any increase 
on bank credit, but just the act of making a term loan, 
if there is no change in the money supply, how can that 
MR. COX: No, if there is no change, but there 
is a chance there will be, is there not? 
COMMISSIONER GIBSON: It depends on what the 
central bank does. 


COMMISSIONER MACKINTOSH: I have one or two 
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questions on stocks, some part of which has been 

covered already. Incidentally, I find a couple of 
sentences in an earlier section which I think convey 

an impression other than intended. Back in Section I, 
paragraph 12,a couple of sentences of which the misleading 
part is clear if I reverse it. It says: "The small 
investor depends almost entirely upon his investment 


dealer... etc.,... for guidance within his investments 


Immediately before that: "Very rarely will 
the small investor be found who owns one or two good 

4nvestment grade stocks." 

MR. KINNEAR: I was afraid you would catch 
that, sir. 

COMMISSIONER MACKINTOSH: I gather what you 
mean is that the job of educating the small investor 
‘and bringing him up to some degree of sophistication 
isa difficult job? 

| MR. KINNEAR: That was not worded that way when 
we saw the last draft. How it got this way, I am unable 
to explain. 

COMMISSIONER MACKINTOSH: Another thing I 
wanted to ask about: You have considerable reference 
here to the degree to which institutions buy stocks. 

How far do you think legislation, regulation, bookkeeping, 
convention, the form of trustee laws, conventions of 

the life insurance investment departments and valuation ; 
requirements -- how far do they inhibit the number of 
these institutions or bias their actions in respect 


of purchase of stocks? Are there definite barriers, so 
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to speak, in the market. 

MR. CRETZIANU: Do I understand that your 
question is, are life insurance, for instance, prevented 
by some of the regulations to invest in equities? 

There is a limit of 15 per cent. 

COMMISSIONER MACKINTOSH: Oh yes, I know that, 
but almost none of them are at that. 

MR. CRETZIANU: No, far from it. 

COMMISSIONER MACKINTOSH: More precisely, do 
you think that trustee laws, laws governing trustee 
funds ought to be widened? 

MR, CRETZIANU: Well, they have already been 
liberalized. I don't think that rp is any obstacle 
at the moment. | | 

| - COMMISSIONER MACKINTOSH: You don't think i 
is any Bisatac bes | " 

MR. CRETZIANU: No. 

COMMISSIONER BROWN: Well, could we clarify 
that: Have trustee acts been liberalized so they 
can buy common stocks? 

MR. MILNER: Not as such, but the legal 
practice today -- the lawyers in drawing up wills 
have covered it pretty extensively. In other words, 
the modern will no longer restricts investments to 
securities. 

COMMISSIONER BROWN: That is not quite the 
same thing. 

COMMISSIONER MACKINTOSH: Surely, it was 
always true that a man could make his will as he liked? 


MR. MILNER: Yes, but it was only the last 
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20 or 15 years that there has been this marked change 
in the types of wills that the trust companies recommend 
and lawyers recommend just to be sure that they are 
not restricted completely to the trustee acts in the 
various provinces. 

COMMISSIONER BROWN: As I understood Dr. 
Mackintosh's question, it was whether in your opinion 
the trustee acts should be liberalized to permit this 
investment in equities? 

MR. CRETZIANU: I don't have the text here, 

but there have been relaxations on investment restriction 
covering trustee pension funds. 
| COMMISSIONER BROWN: ‘Trustee pension funds? 

MR. CRETZIANU: Yes. 

COMMISSIONER BROWN: We are talking about the 

trustee act for trustees. 
| MR. CRETZIANU: No, I was meaning the trustee 

pension funds. There have also been various measures 
to permit the sale of variable annuities of life insuranc 
companies which is also a movement in the same direction. 

MR. MILNER: To answer the specific question, 
trustee acts of the various provinces -- and this is 
purely a person viewpoint -- but, in my opinion, I think 
bie present restrictions probably help a lot of the | 
very small people to conserve their money. In other words, 
the people who don't want to come under the trustee act 
have plenty of ways of avoiding it: In the actual wills, 
as I say, is the simplest method, but I would rather 
tend to leave the trustee acts where they are. I would 


like to have somebody else comment on that. 


a 


2 
¢ 


ake ‘tera: 0d bomniwsedet int Bluode ‘adda. 
} te ri. 
eee — seetehipe arse . 
| sd xed ef? ovis nob ei SUMATSTERO 500 it i 
<a Motree: dnomteswat go anottexsle% need vad “arr 
| | ay 
| 
| 
} 
| 
| 
e 


eeu node Py 


Saloons ‘pines sutawer: “MORE AAMOT ER: MMOD he : . i 


oi: ‘nd $3 


‘ye 
Sit Jucda yolifes sue ot at 


ein tata 


2OnvESse auoliust coed gata overt ened aba ‘aotetteg 


epichieuiv’s ete ole cif detomev ee & cafe ag. ‘mol dw ‘sobeaqnoe 


| 
. 

do spa «sone Stis ” eotiiutecsa olicany to. ete ‘eit Steg | ‘ot 
| 
| HOLTON: Of Leo sg. apt owes ot ASAIN a q | é 
be 
: 


re 


et ain? bag a= aeortveng aueliav orid to eioa eoseney a 

Uitte T .nofateo wa ar dud wl ~ datoquoty fronted vw fe 
) wiv fo vel » afen vidsdong snoktonadeer droserg add . a 
a THIgO nT Yeseun trod? ovneation ‘ot siqeey: ewe vey 

Jon eateind sti3 3bay emey oF. tosw 2 0b ‘a ergoeg: eat 
S: ipstos ssid ax ent sarheere to vam se wenery « 
| naddan Bitiow Dogue Sotiton 
 biuew t ote Yeds oteci tod w 


/ bf Ley : i 
i. * 7,” oT i ee a 2 
1) an? “Ree 7 
. Ses _ val f, 
f= : i vita n 
rb : , a 7 ‘st a 
MS eh «15 i i i | © 
Lie . ya ay‘) 


bP fa Se ee ee 


Nethercut &é Young = 2825 - 


Terente , Ontario 


COMMISSIONER MACKINTOSH: I am not particularly 
concerned with the trustee act. I wondered if the 
Rnacaty feels there are rigidities which prevent 
the market from being as free as it might. 

MR. WADDS: I am in inclined to agree with you 
as far as the small individual is concerned. I think 
in some cases of estates administered by trust companies, 
and where they were set up several years ago, there 
could be more liquidity in this by a change in the 
‘trustee act. For people who derive a living from these 
estates, I have seen legal restrictions placed upon 
them which resulted in a certain amount of hardship, 
and that is the only reason I would say there would 
be some sense in taking some of the restrictions off. 

COMMISSIONER MACKINTOSH: If I could ask a 
Last question as the time of adjournment is approaching, 
do you encounter reluctance to show a bookkeeping loss 
as a barrier to complete freedom of access to the 
market? 

MR. SHAW: In terms of equity? 

COMMISSIONER MACKINTOSH: Yes -- well, not 
only equity. 

MR. SHAW: I think it could be safely said 
that the life insurance companies, some of them, in 
their internal policies prevent their investment 
department from investing freely if there is a loan 
involved in bonds, but the’'equity holdings of life 
companies are not large enough to make it a significant 
factor there. 


COMMISSIONER MACKINTOSH: Thank you. 
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THE CHAIRMAN: We will adjourn now until 
8.45 tomorrow morning. 


--- Adjournment 
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Terente, Ontario 
Ottawa, Ontario, 
Thursday, July 12, 1962. 
--- Upon resuming at 8.45 A.M. 

THE’ CHAIRMAN: The proceedings will now 

resume. 

| COMMISSIONER GIBSON: Gentlemen, yesterday 
we asked quite a lot of questions about the operations 
of your business and today we are going to go to a bit 
broader field and ask you questions about your views 
on monetary and financial policies. 

I propose to start by asking a few questions 
about exchange policy and international capital movement 
and since you have made your recommendations here, of 
course the official exchange policy has changed. .-In: 
Recommendation (4) you ask us to consider the desirability 
of a pegged rate. We have a pegged rate. What we | 
would like is to get your views on the significance 
for monetary policy of having a pegged rate and its 
effect in the basic picture, the significance for 
monetary policy and for the securities market. Would 
any of your members care to comment on this? 

MReOMILNEREGaMrenrGibson,; LT.am going to ask 
Mr. Cox to. speak on this subject. 

MR. COX: Mr. Commissioner, the first thing 
that perhaps arises from having a pegged rate is the 
Bank of Canada's policy can no longer be dictated by 
what they feel is appropriate action from internal 
economic conditions. They have also got to regulate 
interest rates to take care of capital flows. fThis, 


of course, I suppose could lead to a very peculiar 
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1 situation where in a recession you would have to have 
Z higher interest rates and perhaps conversely. 
3 COMMISSIONER GIBSON: In other words, it might 
4 be what one wouid describe as a perverse reaction? 
» MR. (COX: Wes, 
6 COMMISSIONER GIBSON: Do you envisage this? 
7 MR. COX: I never was very good at looking 


8 forward into what might happen. This perhaps is the 
5 thing that we have the greatest difficulty with in our 


10 business -- the difficulty of forecasting and it perhaps 


11 is made more difficult now because the bank has to 
12 serve two masters instead of one under this policy. 
13 COMMISSIONER GIBSON: Do you see wider variations 


14 in interest rates as the result of having pegged the 
15 exchange rate this year, that is, other things being 
16 equal? 


17 , MR. COX: I don't know about wider. We have 


18 had some pretty wide swings already in the past few 


19 years. These swings might become more frequent rather 
20 than wider but this is just a personal view of my 
21 own. I do not know how you could answer that question 


22 with any degree of accuracy. 


23 COMMISSIONER GIBSON: What you were implying 
24 was it put more emphasis on changes in rates?. 

25 MR. COX: Yes. 

26 COMMISSIONER GIBSON: Do you see any other 

27 implications of a fixed exchange rate? 

28 MR.COX: Not off-hand. Perhaps somebody else 
29 would have a few thoughts on the matter. 


30 COMMISSIONER GIBSON: Would you say, for example, 
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1 to be more specific that with the fixed rate our 

2 security markets would be more likely to mwe in line 
3 with those in the United States or less in line with 

4 those in the United States?. 

5 MR. COX: I think they would more inclined to 
6 move in line with the United States markets. They 


ff always have but perhaps more so now. 


8 MR. YP HUNTERS Leatinivmay KoMNes. Presidents: 1 


9 think experience has shown us that where there has 


10 been stability for any lengthy time the Americans are 
11 more inclined to buy our interest bearing securities. 
12 That applied even when the dollar was selling at a high 


13 level and I think now we have come to a fixed rate 


14 and one can become convinced that that can be maintained, 
15 it is altogether likely they will come to this market 
16 and start an inflow of capital. There was some 


17 indication of.that recently. 


18 ' COMMISSIONER GIBSON: You are talking of the 
19 long-term operations? 
20 MR. HUNTER: Which are the important ones. 


24 The short-term ones do not help us in the end. 


22 COMMISSIONER GIBSON: I would like to go a 


23 little farther. You emphasize in your recommendations 
24 the importance of allowing free movement of capital 
25 in Canada from abroad. This is in Recommendations (5), 


26 (6) and (7) and you use the words: "Repeated access 


ph to the Canadian market" and you also suggest it would 
28 be a good thing if this inflow of capital came in the 
29 form of debt securities rather than equity investment. 


30 In connection with this what is your view as to our 
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1 tendency to encourage capital in the present decade 
2 as compared to the last decade -- more or less? 
5 MR. COX: Well, that is a pretty hard one 
4 to answer, I think Mr. Commissioner. 
Dp COMMISSIONER GIBSON: Very important, though. 
6 MR. COX: Well, we presumably will continue 
a to require more capital than we are able to generate 
8 internally but we also have excess plant capacity and 
9 it. becomes'a question as to whether this is as 
10 desirable a country for a foreigner to invest in as it 


11 was in the early 1950's -- 10 years ago. I do not 


12 know that I can say much on this subject. I am not 

13 an expert by any means on this subject. Perhaps 

14 some of the others here would have some comments to 
15 make. 

16 COMMISSIONER GIBSON: We have been very 


17 dependent on foreign capital in the 1950's, particularly 


18 the latter half? 


19 Mi OOK es) 
20 COMMISSIONER GIBSON: It would be very interest 
21 ing to have your views as to whether this degree of 


22 dependency is likely to continue? 

23 MR. MILNER: The grest influx of foreign 

24 capital into this country came in the last 15 years, 

25 particularly where there was this confidence all over 

26 the world that Canada had a very great growth potential, 
27 a greater growth potential in North America than the 

28 United States but I think some of the actions that 

29 have occurred in the past two or three years have 


30 disillusioned a lot of so-called foreign investors as to 
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the stability of this country. But basically the 
reasons that brought the money here, say, 15 years 

ago are still here. If the monetary policy could be 
adjusted to meet the economic conditions that exist 
today I would look forward to more capital coming in 
again and I think if we are going to have a growth like 


we had since the past war I do not think it is possible 


to generate that amount of money in Canada. 


COMMISSIONER GIBSON: In other words you are 
saying today the rest of the world do not want to put 
more money in here for the time being but we still need 
it? 

MR. MILNER: We still need it. 

COMMISSIONER GIBSON: Do we need it on. the same 


relative scale that we needed it in the last half of 


the 1950's? 


MR. MILNER: I should hope so. 

COMMISSIONER GIBSON: As much as we needed it 
in the 50's? 

MR. HUNTER: We willneed it to balance our 
foreign exchange picture. Equity capital may not want 
to come to Canada as much as it has in the past over 
the years but if our interest rates are sufficiently 
attractive and if we follow through the measures that 
have been suggested it is quite conceivable there 
could be a very strong demand for our interest bearing 
securities which create quite an inflow of capital. 

COMMISSIONER GIBSON: Well, let us look at it 
the other way. Do you think we can reasonably expect 


to generate a sufficient level of dollar earnings to 
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pay these increasing service requirements for foreign 
capital over the next few years? Is that a reasonable 
expectation or is it not? 

MR. SHAW: Aren't we dealing with a somewhat 
different set of circumstances now, Mr. Commissioner, 
than during the period that you have alluded to? 

We went through a period where we were doing on the 
investment sector of our economy on our public and 
private investment stocks more than the rate of over 

25 per cent of the gross national product. While that 
was going on obviously that sort of programme could not 
have been: maintained out of our own resources. That 
sort of a-programme was probably not initiated entirely 
by our own thinking. The need obviously is not going 
to be as great once we have got that heavy programme 


of investments completed. Surely we must be approaching 


a period where the results of that investment will 


begin to make their contribution to the problem, that 
a good deal of this productive equipment that was put 


into place with that kind of money must soon -- although 


admittedly not as quickly as some of the investors might 


have hoped -- that this must soon begin to makes its 
contribution in the way of productivity and internally 
generate funds so that in the future we could very well 
not have the need for quite the heavy proportion or 
percentage of our capital investment to come to us 
from outside. 

COMMISSIONER GIBSON: Would you think it 
reasonable to estimate in terms of a need half as great 


as the average in the 1950's or something of that order? 
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MR. SHAW: I think we have made the transition 
so quickly from one side to the other, we were in the 
position of heavy inflow and suddenly we are in the 
position where we are now on: balance on an outflow 
position. It would be presumptuous to suggest any 
measure of degree of normal conditions. All I would 
like to suggest is that the need is not likely to 
be as great as the experience has been in the past and 
we will have a better chance of generating a better 
proportion of the capital needed in this country 
internally from here on than perhaps would have been 
the case from 1946 to 1956 or 1957. 


COMMISSIONER BROWN: Recommendation No. (6) 


there says: 


" .that, to the extent that it is 
necessary or desirable to import capital from 
foreign countries, Government of Canada policies 
be established which will encourage the 
purchase by foreigners of debt securities 
rather than equity investments of all kind." 

How are you going to measure this "necessary or desirablel'? 

MR. COX: Well, "necessary" would be the result 
of our trade balances and our invested items -- what is 
the balancing item. That would be the necessary item, 
would it not? 

COMMISSIONER BROWN: What are the long-term 
implications for borrowing to meet your current debt 
services 7 

MR. COX: This, of course, depends’ upon. our 


ability to pay it, I presume, when translated into 
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1 what kind of trade balances are we going to have. 
2 Are we going to be successful in stimulating exports 
3 to the point where we have a favourable trade balance? 


4 This would look after the important part of the complete 


5 balance of‘payments. If we do not do that I think 
6 we are getting in over our heads. 

7 COMMISSIONER BROWN: At the moment we need 
8 several hundred‘millions of -dollars to service’ our 


9 present debt securities? 


10 MRS COOK?" Yes’. 
11 COMMISSIONER BROWN: To the extent that we 
12 cover our requirements for further borrowing are we 


13 not making a greater problem for ourselves? 
14 MR. COX: I think we are if we do not manage 


ID to counteract at the same degree, to a considerable 


16 degree, by meeting our trade balance. 

17 COMMISSIONER BROWN: What policy do you suggest 
18 we ought to adopt to accomplish this? 

19 MR. COX: Well, it becomes a question of 

20 productivity, I would think, how competitive are we 

21 in world markets and a lot of these things we cannot 

22 entirely control. The other question is are people 

23 abroad going to require what we can produce. It is 


24 only a question of price at which we can produce it 


25 but will they want it. Is there a market, in other 


26 words. 
27 COMMISSIONER BROWN: You are suggesting a 
28 lot of this is entirely beyond our control? 


29 MR. COX: Alot of it. ‘I think anything the 


__ 301) Government can do to encourage, stimulate and provide us 
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with a suitable climate which would enable us to become 
more able to produce what’the world wants from us the 
better our chance of getting our house in order. 

COMMISSIONER GIBSON: Now, to return to the 
investment point, you ask us, that is, the Commission, 
to recommend to maintain a favourable investment climate 
in Canada to be sure that this will be evailable when 
needed. Would you be a little more specific about the 
kind of policies that are required to maintain a 
favourable investment climate? 

MR. COX: We have had such an about-face 
from the climate that did exist, that encouraged the 
inflow of capital, things like withholding taxes on 
fixed income securities and on balance budgets and things 
like this, these all hinder the possibility or likelihood 
of inflow. I would think the Government should take some 
steps as soon as possible to remove these obstacles. 
Perhaps we are moving in that direction now in the late 
June announcement from the Government. 

COMMISSIONER GIBSON: Specifically withholding 
tax and the budget deficit, in your view, is too large? 

MR. COX* Yes, and it keeps on as a deficit 
regardless of what kind of business conditions exist 
in the country. 

COMMISSIONER GIBSON: Well, this is ‘not 
altogether true. Since 1957 and 1958, let us, we 
have not had a high level of business activity in 
relation to our employment? 

MR. -CO%: ».No.. 


COMMISSIONER GIBSON: So this is a period that 
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i there has been a pressure. Right through this period 


dé we have had a rate of unemployment higher than at any 


3 time since the war? 

4 MR. COX: I think that is true but looking at 
5|| it from the other point of view we have had a couple 

6 of complete business cycles in that area and now we 

7 are making some progress in current dollar treatment. 
8 COMMISSIONER GIBSON: We made some in 1961. 


9 Up to then we were just going like this (indicating) 
10 for four years? 


11 MRUCCOX Yes). 


12 COMMISSIONER GIBSON: Are there any other 

13 thoughts you have about the favourable imvestment 

14 climate? 

ASH ire MR. COX* Well, taxation in general, of course. 
16 I think this is something that should be thoroughly 


17 studied and investigated from the basis for providing 


18 greater incentives. 
19 COMMISSIONER GIBSON: Part of this recommendation 
20 -- or actually it is in Recommendation (6) is we produce 


Da the kind of atmosphere or climate to encourage the 


22 anes by foreigners of debt securities. Would you 
23 iikeyvto talk about it in’ those terms? First, why 
24 do you make that recommendation? 

25 MR. COX: Mr. Milner, would you like to talk 
26 on that? 


27 MR. MILNER: Mr. Gibson, there has been a lot 


28 of publicity given in the past four or five years to 
29 the effect of a number of our larger corporations, 


30 the control of them passing into foreign hands and I 
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1 think probably the chief objection to the passing into 

2 foreign hands is the fact that if they are branches of, 
3 let us say, American concerns it rather hinders the 

4 possibility for research activities in Canada. The 

) research is usually done at the source rather than 

6 in the country that they are operating in as a branch 

7 subsidiary and one of our troubles has been -- and 

8 especially in secondary industries of this country 

| 4s’ probably the lack of sufficient akills and the right 


10 kind of people to go into it. 
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1 I think that basically the problem is 
2 not part of your actual, whatever you call it. 
3 COMMISSIONER GIBSON: The terms of reference? 
4. |) | MR. MILNER: The terms of reference. Our 
5 taxation has not been Seriously looked at for a number 
9 of years. In fact,it has been done in bits and pieces 
7 Over the last 25 years. Surely the right answer is 
8 to thoroughly examine the taxation picture, and not 
9 by means of a Royal Commission which would take three 
10 years to complete, and I say that with reference to a 
11 viewpoint of urgency. 
12 | What we need to do today is to encourage 
13 industries in this country to become competitive in 


14 world trade. 


15 I think one of the finest things that has 

16 been done recently was the formation of the productivity 
V7 COUNC Ad. I think it is most unfortunate that the 

18 government in its judgment did not put labour in.its 

19 proper form on the productivity council. Whether 

20 that can.be corrected or not, I doubt. What has been 
21 the success and great resurgence in Europe unquestionabl 
22 is the result of getting government, labour and 

23 management to work together. If we could attack this 
24 problem from the source rather than in the other way, 


25 I think the results would be much better. If this 
26 country was more economically sound I feel we would 
27 have no problem in getting good money or any other 


28 kind of money. 


29 ‘I feel that we have a great loss of money 


30 | as a result of the difficulties in this country of 
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Terente, Ontario 
accomplishing mergers of companies. This again 
involves a question of pure taxation. We have a 
Federal Companies Act and Provincial Companies Acts 
but I would suggest we would be much better off in 
designing these acts in such a way as to facilitate 
the creation of larger companies rather than smaller 
companies. I do not mean to Suggest that we should 
merge Eatons and Simpsons, or Imszerial Oil and British 
American Oil, but in the echelon below that 
I suggest small companies would be more efficient if 
they became larger companies. LuwouLlay be the tirs¢ 
one to admit that this would affect unemployment or 
employment, but at the end of a reasonable period 
of time, say a year or so, if we had more successful 


smaller companies, I think the unemployment situation 


would take care of itself. 


COMMISSIONER GIBSON: You are ranging 
around and past the borders of our specific reference. 
What do you feel the investment dealers could do 
to promote this business of selling debt securities 
abroad? A number of the large members of your 
Association have operations in New Cork. Is, .this 
Something you feel that the members of the Association 
could make a fairly major contribution towards? 

MR. MILNER: Mr. Wadds, would you care 
to answer that? 

Maw WADDS cl owould say ..s1.° that think 
the image of our government in this country abroad 
has a national importance. I nave a feeling that 


until the feeling that Canada has a stable and sound 
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Terente, Ontario 
1 economy returns to foreign buyers of securities that 
2 our operations in foreign markets are going to be 
3 somewhat restricted. This is to a large extent 
4 a psychological thing rather than a question of 
5 dollars and cents. There is a resentment right now 
6 towards the whole Canadian economy and market, and 
7 unless we are prepared to sell securities at almost 
8 penalty rates in the United States, we will find 
9 it rather difficult to overcome this feeling of 
10 resentment toward those things which have occurred 
11 in this country in the past two years. 
12 COMMISSIONER BROWN: Could you be more 
13 specific about the resentments? 
14 MR. WADDS: Certainly the prime one 
15 was the taking over of the British Columbia Electric 
16 Company. A second resentment is directed toward 
17 the deficit financing that has taken place in this 
18 country forsome years. I should also mention the 
19 fact that today we have a disturbed political 
20 situation at the federal level, and we also have 
21 mechanical problems created by such things as the 
22 Withholding tax. There iS certainly a resentment 
23 toward the nationalism which we witnessed when this 
24 holding tax was put on. All of those things have 


25 destroyed the confidence of foreign investment. 
26 MR. HARRIS: There is one thing that 
27 frightens me at the present time. We look at our 


28 unemployment in Canada, but I suggest that similarly 


29 in the United States they are concerned with American 


ei)! problems relating to money outside of that country. 
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Terente, Ontario 
There is now a program of Bret persuasion in the United 
States in an attempt to restrict Americans putting 
short term money out of the country. 

COMMISSIONER GIBSON: Short term money did 
you say? You do not refer to long term noneue 

MR. HARRIS: Some of this money has 
recently gone into the long term field, but there 
is a definite feeling that the flow of money should 
be kept in the United States if at all possible. 

This in a .manner..of speaking is.a,factor which has 
developed within the last year or so, and is something 
over which we have no control. I am rather frightened 
by the prospect of the effect of this program, certainly 
in respect to short term money. In spite of the 
interest rates, and this. seems,to be theyexcuse, short 
term funds have not been coming in at the ee at 

have 
which one might/expectesdl within the last few months. 

COMMISSIONER GIBSON: Is that why you put 
the emphasis on recomnendation number seven concerning 
the withholding tax on short term money? I wondered 
why it was applied to short term money here? 

MR. HARRIS: I agree that you cannot take 
it off one and leave it on the other. I believe you 
must have a concerted policy in this regard. 

On the money market through interest rate 
changes you can move capital back and forth quite easily, 
but the withholding tax has been a problem with which 
we have had to deal. Our markets are very small and 
it is only in respect to government bonds and treasury 


bills that we have had an adequate supply, and I note tha 
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we have moved a substantial amount of funds in that 
regard. Certainly with respect to treasury bills 
where the taxes are imposed at the time of issue 
rather than at dias oth batty created a problem in 
mechanics, although perhaps a nuisance problem. 
COMMISSIONER GIBSON: You are suggesting 
that they be removed in the short end? 
MR. HARRIS: I was thinking at the 
present time they should be removed in the short end, 
yes, although they should be removed in all categories. 
COMMISSIONER GIBSON: Supposing they could 
not be removed in all categories, you would then 
recommend that they be taken off the short end? If 
so, how do you fix this problem from the mechanical 
point of view? Where do you draw your line? 
MRy HARRIS: I draw the line’ on the shorts. 
When this brief was written the situation was a little 
different to what it is now from an economic stand- 
point. We did not have a financial crisis such as 
has since developed. Secondly, and this was suggested 
as far as the short end of the market is concerned, 
our present situation, and I think that we would be 
unanimous in this suggestion, that the withholding 
tax legislation should be looked into. fats a= Gi = oe 
nuisance tax. It is not “levied on everybody. As 
you know, there are only certain groups such as those 
of'a religious character, educational and scientific 
bodies that do not pay that withholding tax. Corporations 
can lay off the withholding tax against internal taxatio 


It is basically only levelled on accounts such as state 
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i| funds, or something like that, or pension funds which 
a| in the past have been substantial borsouers in Canada 
S of securities both internal and extemal. This is 

4 not a particularly equitable piece of legislation and 
5 represents mainly a nuisance tax. 

6 COMMISSIONER GIBSON: So you are objecting 
i to it on two grounds; one that you do not like the tax 
8 and, secondly, that the incidence is uneven? 

9 | MA HARRIS a That is quite true. This 

10 18 one .of thes difficult taxes). Although people often 
11 can recapture the tax they are discouraged from doing 
12 $0 because of the trouble involved in going through 

13 the motions. They Ceel AtoLs just: COoOldiriacule 

14 to bother with. 

15 COMMISSIONER BROWN: I would just like to 
16 explore some of these resentments that you talked about 
17 particularly with reference to your recommendation that 
18 this Commission make some suggestions as to how these 
19 can be peter aie) 
20 Pirstwoteall. ,in regard to. thé, British 
21 Columbia Electric takeover. Is, the resentment. directe 
22 toward the actual takeover or the method of takeover? 
23 | MR. HARRIS: . I would say it is largely 
24 cieestha toward the manner in which it was done. 
25 COMMISSIONER BROWN: Now, British Columbia 
26 has not been the only province that has been making 
27 Suggestions along this line. | 
28 MR. HARRIS: I would say American investors 
29 are well aware of the other rumblings from the other 
30 provinces in regard to the taking over of utilities, 
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Terente, Ontario 
but this is the only province: that has” done so to date, 
and the manner by which it was accomplished is definitely 
not popular in the United States. 

COMMISSIONER BROWN: What recommendation would 
you make in line with preventing this type of thing 
happening? You made a recommendation regarding certai 
tax anomalies which should be removed. 

MR. HARRIS: I would agree with Mr. Milner's 
redistribution suggestion. 

MAS MEENER?S ‘Public ubiiiores with’ particudar 
reference to power utilities, because power is generated 
within the province in practically all cases -- there 
is a bit of export between provinces -- with the 
exception of the Bell Telephone Company, which is in 
a different category being a national company, it is 
felt very strongly that could be wOaei aera ds as provincia 
assets and therefore belong to the provinces. Lirik 
there has been a great amount of publicity given to 
this situation. 

Livregard CO the taxation part of this proble 
we suggest that the government should look into the 
Situation and devise some method of reimbursing the 
provinces in respect to federal taxation which is involved 
as far as ‘power companies are concerned. We hope that 
such a system would eliminate the reasons which are 
used publicly for taking over power companies. We 
do not “believe that it is in the best interests of 
this country to have confiscation of private enterprise 
in any shape or form, particularly done without 


arbitration. 
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Terente, Ontario 


COMMISSIONER BROWN: Yes, I was going to sa 
that you used the word "confiscation". Has there 
been any confiscation as such? 

MR. MILNER: Without arbitration it is 
all confiscation. They simply fix a value -- their 
own value -- and pay the shareholders that amount 
of money. 

COMMISSIONER BROWN: I do not think you 
can claim that this has an effect on debt securities. 

MR. MILNER:: .[°am not. so sure today that 
a British Columbia Electric bond would not sell higher 
than a province of British Columbia bond with guarantee. 

MR. COX: This changes the investor's 
portfolio around. He thinks he has got a public 
utility bond and all of a sudden he finds that he 
has a public bond tetas may or may not: want. 

MR. HUNTER: British Columbia .is part 
of Canada as far as this is concerned in the investor's 
mind, and he comes to look at all of our securities 
in the same light as he regards British Columbia as 
Canada. 

MR. COX: I have been rather surprised 
in speaking to American investors regarding their 
concern over that expropriation. They seem to be 
much more concerned than Canadian investors who 
also hold the debt instruments. They are much more 
vocal about the subject than our Canadian companies 
have -been,. 

COMMISSIONER BROWN: The next thing you 


mentioned is deficit financing. | What different policie 
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would you suggest the government should have followed 
in the last few years when we had unemployment running 
over 6 per cent? 
MR. WADDS: I think Mr. Milner is prepared 
to deal eae Chau supyect, 
MR. MILNER? °° Dram going to ask Mr. Ely vo 
Speak in that regard if you do not mind. 
| MR. ELY: What is the question again, 
Mr. Brown? I want to stick to the specific question. 
COMMISSIONER BROWN: We were talking 
about resentments abroad. 
MRS Usb 20 WOES. Le reaed Ze Chav, 
COMMISSIONER BROWN: It has apparently 
had an effect in the attitude toward Canadian debt 
securities. 
Pie isin ve Os 
COMMISSIONER BROWN: One of the points 


that was brought forward in this regard had reference 


to deficit finance. I am assuming that this refers 


to deficit financing at the federal level. 

Mn ees Tne eerie au, 

COMMISSIONER BROWN: My question is, during 
the last few years when we have had unemployment 
running over 6 per cent, what alternative forms of 
government policy do you think should have been 
implemented to satisfy the situation? 

MR. ELY:, Well, we nave’ created an 
atmosphere in this country, perhaps at the federal 
level, that has inhibited the people investing their 


money in this country, and deficits are one of the first 
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Terente, Ontario 

things brought up in this regard. There are perhaps 
a few things that could have been done about this. 
There has been extensive criticism regarding the type 
of money that has been spent to look after unemployment. 
Let me be specific as to one case which would probably 
have saved us a lot of money and we would have had 
Awema Ller der Lod v.. 

IT am, not too. well versed. in this, but this 
is one of the things that has been brought up. On 
both coasts there are large fishing industries. Over 
the history of this country they have never been 
compensated during the winter but they now are. I 
do not know whether this should be attacked on a 
political level or what level, but it seems to be one 
area among others where the deficit. could, have been 
cut down. 

COMMISSIONER BROWN: Perhaps we should wait 
for the Gill Commission report on that subject. 

MR. ELY: That might well be. There is 
no doubt about it that in this area there surely must 
have been room for good business management so as 
to bring our affairs into better balance which would 
have set the peace for investors to put their money 
Liethis “country. 

COMMISSIONER GIBSON: You are saying the 
deficit was too large, not that there Should not have 
been one? 

MR. ELY?) 2 do not.think one could’ tind 
fault with a small deficit, but the deficit was too 


large. 
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Terente, Ontario 
: THE CHAIRMAN: When would you say that it 
3 became too large? 
i MR. ELY: I think it has been too large for 
‘ five years. 
° THE CHAIRMAN: One thing I noticed about 
. your recommendations in the brief which was prepared 
: before the last great crisis arose is that as far 
‘ as [I can recall déficait financing 1s. notyoneyofs the 
i points raised. 
rh MR cELYze,Onegofr The, points. that.= raised, 
"3 Mr. Porter, is that our debt has increased by $3 
v3 billion in the last five years. 
fe THE CHAIRMAN: Yes, but in your recommendations 
sad you have not mentioned that. 
it MRe MILNER: Yess recommendation number one, 
. Your eon obure is directed toward that. 
zi THE CHAIRMAN: Yes, I apologize. 
i. COMMISSIONER BROWN: Let us deal with that 
“ Ae little more detail. It refers to surpluses in 
- years BE prosperity. 
e MR. 4G $ The conditions that have existed 
tr in the last five years have not been de@o.ressive 
i in the main and did not deserve in our opinion a huge 
Be increase in our national debt. 
2 COMMISSIONER BROWN: Let us be a little 
= more specific about this because we should like to 
a get some concrete thoughts in this regard. I am 
= assuming that you are not suggesting that an unemploy- 
zs ment rate of 6 per cent has to be accepted as normal? 
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Die us See aOynOu uiwee 1), Snould be 
accepted. Some rate of unemployment has to be accepted 
and if we accept it then it might be dealt with in 
a way that is perhaps not as expensive in this country. 

COMMISSIONER BROWN: With a 6 per cent 
unemployment figure, one cannot consider times to 
be prosperous. 

MR. MILNER: Mr. Brown, are you sure that 
it is 6 per cent? I question that figure. I think 
unemployment has been added to as a result of the 
payment of benefits to people who have been employed. 
There are bound to be abuses of a small nature. 

COMMISSIONER MACKINTOSH: I do not think 
the 6 per cent figure came from the Unemployment 
Insurance Commission. I think it comes from the 
Dominion Bureau of Statistics survey which has nothing 
to do with the manner in which people are drawing 


unemployment insurance ‘benefits. 
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Terente, Ontario 
1 Now, you may argue that the availability of 
D insurance benefit in some cases leads people to be 


3 unemployed rather than actively at work, but by and 

4 large the 6 per cent doesn't cover people whom you 

5 might say were not genuinely unemployed but merely 

6 improperly. drawing benefits, so that whether you think 
7 it is a bit more or a bit less, I think 6 per cent 

8 is real. 

9 MR. MILER: As accurate a figure as you could 


10 get of the\| working people of this country, 6 per cent 


11 of which -- I would still question whether that is 
12 correct, Dr. Mackintosh. The abuses that have gone on 


13 in the unemployment fund, which I say is bound to happen 


14 this might occur all over the world. I don't know 


15 what the conditions are in other countries, but we 

16 have seen so many instances of unemployment figures 

17 that we are perfectly well aware are not correct. 

18 | COMMISSIONER GIBSON: I don't think we should 
19 get into a, discussion. of the unemployment; all owe are 


20 really asking you is do you think that economic conditions 


D4 were such that it was necessary to run deficits, and 

22 if so how much? 

23 THE CHAIRMAN: After coming back to my question 
24 on reading this recommendation more carefully again, 


25 I think I will have to withdraw it in part with my 
26 apologies. They say that the deficit at the time this 
27 was written is too large and that it is dangerous... You 


28 don't do that; you soften it and say that the objective 


29 are the approximately equivalent budgetary deficits 


___30] which may have occurred in recession years -- if we are 
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going through certain recession years and the deficit 

is being increased from year to neue the time for 
surplus would come when the conditions change for the 
better, according to this recommendation, I would think. 

MR. BEATTY: The problem of unemployment has 
been dealt with by several different bodies and given 
great publicity. I understand that one of the factors 
is lack of mobility of our labour forces. Another is 
lack of skills in the unemployed and a third one is 
that the Bladen Commission points up the fact that the 
automotive industry is producing a great deal outside 
the country to contribute to our balance of payment 
troubles in Athporting parts, and so on, and we fail 
to see why Federal Government deficits affect any of 
these things unless they are active in tackling the 
problems themselves. 

THE CHAIRMAN: That is not what you have put 
on the record here. This is the only point I am making; 
you say now under present conditions that the budget 
deficit. is. too great. .One of the. great sources of 
our difficulties is that when you prepared this brief 
prior to the monetary crisis that arose you didn't 
put..in that: wayyy youl putciti inva muchtmore, softened 
way. 

MR. COX: I think this arose from the 
suggestion that these large deficits were affecting 
the foreign investors in this market. 

THE CHAIRMAN: But you didn't say that at the 
time. 
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Putative: crisis just happened; this has been building 

up for several years. 

THE CHAIRMAN: I may be wrong, it is some time 
Since I read the whole of this brief and I may not have 
recollected some of the matters, but what I want to 
make clear te this; that you say now that the deficit 
is too large and it may be that people would agree 
with that under present conditions and with a certain 
amount of hindsight but it may be if I read it again 
in) thei light: of this particular point :I might find ‘you 


have taken a stronger position than you seem to have 


taken on recommendation No. 1, but if that is such a 


serious item I would have thought it would have been 


given the very greatest attention by your Association. 

MR. SHAW: As I see the position, we think 
the deficits have been unduly large measured against 
the achievements that they can find for them in the 
one area that the Commission seems to be directing 
their questions to us about, and that is the area of 
employment. It has been argued --- 

COMMISSIONER GIBSON: Unemployment comes up 
as a measure of lack of activity. 

MR. SHAW: The Chairman has just mentioned 
that these are recession years we have been going 
through and if they are recession years -- and we say 
in recession years w2 should have a deficit, so we 
are not being consistent and these facts are all right 
if we can accept that these are really recession years. 
We admit they are years of high employment and also 


point out that they are years of high employment and 
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: high income, not necessarily recession years measured 

2 by all other criteria you may use and I think our 

3 Concern trsssimpbyetnae Lridifficult periods if it is 

“ necessary to build up a deficit, it calls for extreme 

5 care to aan wee they monies that are being borrowed 
6 are being put to the most effective use to deal with 


‘i the specific problem which we are tackling, and I think 


8 that the point Mr. Milner made is a good one. 


9 We didn't, perhaps, examine the national account 
10|| with ene we should have if we were going to pursue 
11 this position, but we really have a feeling that a lot 
12 of these expenditures which went into the deficit didn't 
13 help very much in alleviating the unemployment problem. 


14 THE ‘CHATRMAN:. ‘But aside from«that, ‘though, 


15 wouldn't your position be that there is a certain point 
16) where a deficit would be by its very size dangerous, 

17| forgetting what it was used for? 

18 MR. SHAW: Definitely, we feel the deficits 


19 are a dangerous amount, and the bigger they get the 


20 more dangerous’ they get. 
21 THE CHAIRMAN: Well, is it necessary to relate 
22 the amount of the deficit to the monies which were 


23 derived from the deficit and to what they were used for. 


24 MR. SHAW: We come back to the question that 

25 was directed to us; what would we have done in the 

26 circumstances in the face of the unemployment situation 

20 that the country was contending with and we have attempted, 
28 in perhaps not too effective a way, to submit some 

29 suggestions, but it is a very difficult question to 


—___30| look back ana say that something different should have 
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1 been done, and I find a great many people today who 
2 are complaining about the deficit who didn't complain 


3 a few days before the crisis. 


4 MR. HUNTER: May I read something: 

5 , "During periods of economic recession 

6 and unemployment the practice of deficit 

i financing for the purpose of revitalizing 

8 the economy has been generally accepted as 

9 a necessary social obligation. However, during 

10 the past 7 fiscal years ending March 31, 

11 (1955-61 incl.) we have shown cash deficits 

12 in six years (with a small surplus in 1957) 

13 and the certainty of a deficit in the year 

14 ending March 31, 1962. These deficits have 

tS occurred despite periods of prosperity which 

16 occurred during the years 1955-56, 1958-59 

17 and 1961. These factors, together with the 

18 concurrent increase in money supply which 

19 has been necessary to finance the deficits, 

20 have done a great deal to destroy the confidence 

21 of investors in Government of Canada securities.|" 
. Japs THE CHAIRMAN: What page is that? 

23 De pe ESE cada sling iis 

24 COMMISSIONER BROWN: I think the point we are 


2D making is this, that the first group suggested that 

26 1951 was the first year of prosperity. 

ai THE CHAIRMAN: I can see you have put yourselves 
28 on record more definitely than I had thought. 


29 MR. COX: I think perhaps there is another 


____30/' point in this connection, the desirability of deficits 
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1} in a country like Canada, Mr. Towers went to considerable 
2 lengths in 1939 to explain to the House Banking 

3 Committee that in theory it might work in some countries 
but it was highly unlikely to work in a country such 

5 as Canada. It is fairly generally quoted in Baoriontc 

6 here, and our government chose to ignore Mr. Towers! 


7 advice and went ahead with deficits and I think it is 


8 @ very open question whether the deficits have done 

9 very much to cure the problem of unemployment in creatin 
10 an atmosphere where we could use our excess labour. 

il COMMISSIONER BROWN: I don't think there is 


12 much point in labouring this much further. You have 
13 said there were years of prosperity and other people 
14/ apparently don't agree with you and you have nothing 


15 really concrete to suggest as to how this unemployment 


16 might have been combatted other than the way it was, 
17 except a general thesis that its deficits were acceptable 
18 in that period, they were not acceptable in the degree 
19 that was adopted. 

20 MR. MILNER: Before you close this subject 1 
21 would like to make this comment. let us go back five 
22 years when the unemployment problem became acute. 

23 Had the government taken other steps, such as reducing 
24 corporation tax to encourage industry it probably 

25 would have increased the deficits during that first 
year but I would venture to say that had that worked 


27 they would have had far less of an unemployment problem 


28 today had we encouraged proper producitivity deficit 


29 spending in the way it was done. 


MR. HUNTER: During this period the unemployment 
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fund has been virtuably used up, which can be added 
to the deficit. | 

COMMISSIONER GIBSON: This is getting into 
the qualitative aspects and I think we are getting a 
little away from our central interest here. 

I want to change the subject a bit now and 
Switch to the subject of exchange in paragraph 37 in 
Section C. The statement is made there that the Bank 
of Canada has seldom operated in the futures market, 
despite the fact that spot transactions may cause a 
maldistribution of chartered bank cash or require 
offsetting action. It then suggests that since there 


are some seasonal movements of funds internationally 


‘which tend to reverse themselves, transactions in futures 


appear to be a simple: course; simpler than not having 
transactions in the futures. Would you care to elaborate 
on ean d ohaeees of operations in the futures market? 
| MR. COX: This, of course, has become outdated 

because since May the Bank has been very active. 

COMMISSIONER GIBSON: They have been active? 

Pas) COR: ares. 

COMMISSIONER GIBSON: In other words, the 
policy has changed since the loan was paid? 

MRS IOOx Juuso prior’ to “Lty 4h think It" "was 
April. 

COMMISSIONER GIBSON: And!"you would say that thi 
statement was now out of date? 

MR. COX: - Well, it is true to the effect that 
they never did, as far as we know, use the futures market 


until April of this year, but since then their activities 
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have been very considerable. I don't know why we 
are using it --- 

COMMISSIONER GIBSON: You don't have any 
Opinions on that? 

MR. COX: I don't know how we could, sir; 
the Bank of Canada doesn't tell us why they are doing 
things. 

COMMISSIONER GIBSON: But you are working in 
the market and are informed of things. 

MR. COX: But we can be wrong in the opinions 
we form. 

COMMISSIONER GIBSON: But your view leading 
up to the existing policy, whatever that is, is that 
the Central Bank should operate in the futures exchange 
market? 

MR. COX: I don't know that I would use the 
word "should"; I would say that the Bank of England 
and other European central banks, as well as the 
federal epee have found it a very useful thing to do. 

COMMISSIONER GIBSON: Would you give us the 
reasons why you think it is a useful thing to do? 

| MR. COX: In controlling the "hot" money 
that can move on a hedged basis; operations in the 
futures market can change the relationship between the 
Spot rate and the futures rate. 

COMMISSIONER GIBSON: You say that the main 
reason for a central bank going into the futures market 
was in relation to movements of short-term capital 
and not in relation to ordinary commercial transactions, 


that. the market will.look after that itself? 
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MR. COX: I think it should. 

MR. HARRIS: Recently, and this certainly 
is one of the main factors «in movements of short-term 
funds because often the funds are not on a fully hedged 
basis and it have been rather interesting recently the 
way in which this has been handled. The Canadian banks 
in New York have been able to pay for deposits as high 
as 6-1/8 per cent because of the forward arrangements 
and at a time of the present outflow of short-term 
funds. Admittedly, they will come back after a certain 
period and things will change, but there are times 
when the market becomes very important in the movement 
of short-term funds. 

| COMMISSIONER GIBSON: You are suggesting that 

the Banka Canada hasn't been active in the forward 
market? 

| MR. HARRIS: They have been recently, but they 
have found it difficult. I can't understand the 
reason for this, but I think they were of such a.size 
and that it has become difficult to move in them at all 
just in the last month or two, but at times this forward 
market does have to be watched. 

COMMISSIONER GIBSON: Are most of these short- 
term movements that you speak of hedged? 

MR, HARRIS: Normally short-term investments 
in Canada,treasury bills and paper are hedged from the 
point: of ‘view of ‘the »work which the dealer does. - There 
are, of course, foreign and central banks and I infer 
that anything the dealers do -- and we certainly see 


examples of fully hedged operations -- and other 
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1 people may employ the special deficits that they have 


2 over here. 
3 MR. HUNTER: At the moment the rate has been 
ss moved forward to about 2+ per cent per annum, which 


S| takes any initiative away from the Americans; it is 
6| too wide to let them profitably invest. 

7 MR. HUNTER: The effect on commercial paper 
8 would be about 32. 


9 COMMISSIONER GIBSON: You mean that it is 


10} encouraging the forward market? 


il MR. MILNER: Very definitely. 


12 COMMISSIONER GIBSON: Are these large in 

13 your opinion, Mr.Harris? 

14 MR. HARRIS: No, but they do cause a 

15 psychological effect to know that the market is going 


16 out, and the treasury board and the market I think 


17 on. theowhole are not ==> 

18 COMMISSIONER GIBSON: What sort of size is this 
19 MR HARRISse. dodid somemrescarchbas fary as 1 

20 could into the amounts that the dealers are involved 


21 in in the New York banks, basically the New York 


22]; panks, and I see in March of this year it looked like 


23 approximately 350 million were in these various types 
24| of investments. Now, the bills of sale on short loans, 
25 fully hedged loans in one year --- 

26 COMMISSIONER GIBSON: This was money into 

27 Canada from the States? 

28 MR, HARRIS: Yes, but it is just through the 


29 dealer operations; I have no idea how much will come 


——39| in through the chartered banks that deal through New 
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Terente, Ontario 
York and elsewhere. 

COMMISSIONER GIBSON: That is a pretty sizeable 
figure at one time. 

MR. HARRIS: That was in March. At times it 
is over 500 million. 

COMMISSIONER GIBSON: Coming in? 

MR. HARRIS: That you have here fully hedged. 

COMMISSIONER GIBSON: You say there is money 
that has moved the other way recently; is this tlk 
same kind of size? 

MR. HARRIS: No, I. don! t) think so although one 
has heard of quite good sized transactions but what it 
Will amount to I don't know. This comes up a bit 
in papers payable by the chartered banks and other 
depositors where money is in the chartered banks, but 
most of this goes to the Canadian banks denctotnis Of 
U.S. dollar deposits and the figure is of a substantial 
size. I think it would be above 100 million. I think 
in Canada it would be about 150 million, but this is 
the case. 

COMMISSIONER GIBSON: This is highly valuable? 

MR HARRIS Yes. 

COMMISSIONER GIBSON: Therefore in a shorter 
period I take it it could be very significant in the 
market? 

MR. HARRIS: Definitely because it can -- when 
Canadian money goes out it takes it away from the 
various banks and corporations and other people who 
have to pay higher rates and it creates more interest 


because of this. 


2110 dgudtit te oa wokdd ttaeb t 0K REALM , a i 


by — tales ae 9 nat 


* inv: <0 B00 
an ean "4 


ia 
sage kde lt ori 8 ag mi 


weno as orerls. yer wo: :woeaTo Deut can Dade 
eit eagiet inten oa eae ss pee a | 
a | fosts to if 13 ~| ¥ és 


ot tacw und) edetveeenesd ‘ben ke boog oo.bup: 20 busett mh 


b ine 
tid ‘2 aN eens sia? wom + terohT. och touoms tw - 
stenito. Big adasd bevevasi. add Yd ‘sideysq aTeqdsdq oi 

tod: ,wtnad bemepeds ety at et yerom overt pnodteogeh — ; 
bo, aiid ad asliwd ‘aetbaied oc3 of! agg etd’ *to pai’ 
Las Joadedsx 6 to et exvgit edt aod atieoqeb nsilo® 220 


tnhdt' 2. wobketa 00) eves ad’ t Lvow th: sebad I -oste 


Ts 


Bb etary iad evans oer tiods od luce ot sbacisd bis “a 

a 

Star “soa ‘ +9E59 edd dhe? 

Seldauley Vis ha 82 alat. soso SEUOLBETMMOD* : yep as) 
ea if 


wey. rOIAHAH AM) jo /iaty) ERS 


a. 


. ; a Pap 
vadvoda 8 nt oxo tered): ‘MORENO -KEMOTAETINOD 5 (ee 
¥ aa, 
sHe Al tao ntenple: Yeev ed Bivoo gi ot sisd I bolted r | 


eee od) Te oaaeat fee 
faci 44 neo dt ceuesed viediint ted EX ARA Be pe ai a” 
. sii gort yaws 32 eedad- aE suo. 808 | 
ont stag ‘isci¢d bus sdotdane hia 
‘depresnh Siem aetsexo ot bn 
‘ : We Li Ue mine | 


29 


30 


Nethercut & Young be 28 62 ry 


Terente, Ontario 

COMMISSIONER GIBSON: Then you would, I take 
it, in talking about the spreads on interest rates 
between the two countries, and Bere woulenty in the 
short-term field, attach great importance to the future 
exchange market? 

MR. HARRIS: Very definitely. 

COMMISSIONER GIBSON: Do you consider this a 
subject that ought to engage the attention of the 
central bank? 

MREtHARRES<:) PLathinkimorepthaniit ,dees../ 71 
think quite a few of the dealers are in contact with 
the central bank and they know what is going on from 
day to day. Our firm and other firms telephone them 
in confidence, and they do know what is happening, 
and I think it is important this relationship be continue 
and that they are in close contact with what takes 
place. 

COMMISSIONER GIBSON: Do you see this kind of 
business etarane about the same, or growing, or what? 

MR. HARRIS: I think growing. The dealers 
have been quite active in advising and talking to 
ee corporations and American banks, and there 
is the cost of the fully hedged short-term investments 
and the interest rate differential, and this has grown 
rapidly in the last three or four years and I think it 
is an expanding operation. Another thing coming in 
is that the Canadian accounts are becoming more educated 
to putting money outside the country. At these higher 
rates it is very worthwhile to put money overseas into 


EURO-dollars. 
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1 COMMISSIONER GIBSON: Are these transactions 
2 sensitive to very small differences in rate? 

3 | MR. HARRIS: Yes. 

4 COMMISSIONER GIBSON: You people make it 

5 your business to see they are -- or, some of the 

6} investment dealer firms? 

7 MR. HARRIS: Certain investment firms follow 
8 this closely and one can move funds over to Europe 


9| very quickly. With Telex and the rest of it, it is 


10} a very sensitive and fast moving operation, and it has 
11 been growing. 
12 COMMISSIONER GIBSON: Are there many firms - 


13 engaged in this business in a serious way? 


14 MR. HARRIS: No. I think they are growing 
15 all the time... It is a very marginal profit. It does 
16 lead to other business. You don't lose money, but you 


i don't make very much; but it has a lot of indirect 


18] benefits. 

19 COMMISSIONER GIBSON: Would they be mostly 
20| the larger national firms in this? 

21 MR, HARRIS: Yes, only five firms or so that 
22 are actively in the overseas markets, but a number do 
23 sell in the United States. 

24 COMMISSIONER GIBSON: And that would be much 


25|| the bigger part? 


26 MR. HARRIS: Yes. 


27 MR. WADDS: There is nothing sentimental about 


28 short-term money. We don't worry about the B.C. 
29 Electric or anything. It goes where the rate is best. 


| COMMISSIONER GIBSON: That leads to the question 
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of longer term money and spreads. In B.51 you make 
reference to the proper spread: | 
"Basically, the interest rates in the 

United States and in Canada bear a definite 

relationship and since we in Canada operate 

in the dollar area, there is a substantial flow 

of capital between the two countries. This 

flow has the effect of arbitrage and tends 

to have what is regarded as a proper yield 

spread between the two markets, taking into account 

the yield obtainable in the comparable credits 

of the two markets and the level of our dollar 

in relation to the United States dollar." 

Would you elaborate on the question of a proper 
yield spread? I take it you are talking about longer 
term bonds, are you -- securities? | 

MR. ELY: This is the one that I wrote, 

Mr. Gibson. ‘There is a normal spread -- there has been 
over the years. When our dollar was at the same level 
as the American dollar, a half of one per cent spread 
between comparable securities seemed to be recognized 
as a normal Spread between the two countries, and when 
those spreads widened or narrowed money flowed each 
way. When our dollar went to a premium you would 
expect that spread to widen. 

COMMISSIONER GIBSON: Why -- on the grounds 
that the expectations would be that it would be go 
back to par? 

MR. ELY: That is right, and when our dollar 


goes to a discount you would expect them to narrow. 
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COMMISSIONER GIBSON: For the same reason in 
reverse? 

MR 2LYsne Thapiiis exactly right, oes that is 
the normal; but in the last few years, and more 
important in the last year, the normal has not existed 
because of the climate and the investor attitude towards 
this country. So that now you have rather a reverse 
situation where, comparing long-term United States 
Governments with Canadian Governments you have one 
and a half per cent in yield differential not even 
taking into account the deep discount at which our 
dollar is selling, and that should normally invite 
a tremendous inflow of capital to this country with 
the consequent narrowing of the spread. The opposite 
is happening because of the attitude of the American 
investor towards this country. — 

COMMISSIONER GIBSON: So we are getting what 
you describe as a perverse reaction? 

MR. ELY: That is right. 

COMMISSIONER GIBSON: Why should people expect, 
in the United States particularly, as a long-term 
expectation that our dollar should be at par? Your 
reasoning is based on that to quite a degree? 

MR, ELY; > Yes. 

COMMISSIONER GIBSON: Do you think this is 
a fact, that they do so expect -- that they have such 
expectations? 

MR. ELY: I think they do so expect. I don't know 
whether you ne put your finger on the basic reasoning 


except that they are both dollars. Historically they mov 
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either side, but there have been periods of premiums 
and discounts that sort of centres the thinking of 
their having some kind of a comparable value. 
COMMISSIONER GIBSON: But now you feel that 
the Americans have got over this fixation, do you? 
MR... BLY: The market indicates it. 
COMMISSIONER GIBSON: In other words, what you 
are saying is that if things were as they should be, 
the spread at present exchange rates would be a narrow 
one -- half of one per cent or less? 
iP apamen a Ge ena Oh pet a a= Rares investor -- and 
that is the man we are talking about, putting his 
money in this country.-- if his view was. that our 
country was being run properly he would. come in, in 
very big volume at these levels, but he has not. 
COMMISSIONER GIBSON: Do you as there is 
a danger that he may change his mind one of these days 
and send in more money than we want to receive again? 
MR iY: ythere, ls.) there isaa very delinite 
danger. It won't be apparent to most people when it 
starts. if the policies which nave been recently adopted 
start to work and we conduct ourselves in such a way 
that we repay or start to repay the short-term credits 
which we have been given, there could start a very big 
flow of money from the States to Canada. 
COMMISSIONER GIBSON: And maybe you would be 
in favour of government deficits at that point? 
MR. ELY: No, I am never in favour of government 
Geficits. I think we all agree, and we have agreed in 


this brief, that there are times for deficits and 
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surpluses. What we do not agree with was that during 
the last few years we should incur deficits which built 
our debt up from some 15 billion COra9 bDILZLGH Ye lihis 
is far too great, and the investor in foreign countries 
is telling us that by not putting his money in and, 

in - Lacvu, drawing? 2.touty 

MR. MILNER: I think I might add, I think our 
central bank here is rather fearful of a permanent 
fixed exchange rate just for the reason Mr. Ely points 
OuGY In the 10 or 12 or 20-year period, whenever 
the date was that we unfroze the dollar or put it on 
a floating basis, the rate of premium was what cut 
the American money coming here -- the unwanted American 
money. After all, we are living with a country to the 
south of us 10 or 15 times our size, and the movement 
of funds from the United States to Canada can be very 
detrimental to our economy if it becomes too great 
or too little, and with the floating rate it was far 
easier to MA EE that flow. As Mr. Ely points out, 
if this economy or austerity programme works here now, 
I quite agree we could have a very large flow, an 
embarrassingly large flow of American money into this 
country with a fixed exchange rate. Whether the exchange 
rate could be adjusted to take care of it I would not 
care to comment. 

MR. ELY: It could start very active dealing 
in the forward exchange rate to slow it down if we see 
it coming too fast. 

COMMISSIONER GIBSON: This must put some of 


you gentlemen in a very difficult position in advising 
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1| clients ae ee. clients, and Canadian clients with 

2 U.S. funds. What would you say today in these circumstances? 
3 The picture as you present it is highly favourable for 


4 moving American dollars into Canadian long-term securities. 


5 MR. ELY: As far as rates are concerned? 


6 ' COMMISSIONER GIBSON: Yes, all the mechanical 
7 calculations” sugzest’ 10° is very good. 


8 Lae Me boys That teor lent. 


4 COMMISSIONER GIBSON: You must have a lot of 
10 trouble in making up your minds about what sort of 

11 advice to give. 

12 MR. ELY: To American investors? 


13 COMMISSIONER GIBSON: Or to Canadians who 


14 own American funds. 


15 MR. COX: I would agree with that. 


16 COMMISSIONER GIBSON: Because, in effect, 

if aA have got to assess this American opinion, or external 
18 opinion of Canada against a statistical opinion? 

19 MR. MILNER: But surely, Mr. Gibson, it is 

20 too early yet to see whether -- I think your foreign 

21 investor quite naturally today said, "Let us wait for 

22 six or seven months" -- or whatever period of time he 


23 wants, to see how this new programme might work in 


24 Canada. 


25 COMMISSIONER GIBSON: I am not expressing a 


26| view. I am asking for yours. 

27 | MR. ELY: Statistically we should be 

28 || recommending to foreign investors that they put their 

29 aay in this country, basically looking at the exchange 


| rate and the differential in rates -- and we are trying 
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1 to do that all the time -- but they appear reluctant 

2 because of other factors. 

3 COMMISSIONER GIBSON: One day when and as this 
4 programme takes it will all start swinging the other 

5 way? 

6 MR. ELY: We could have a very embarrassing 

7 flow, and that is the time they will probably have to 
rs) change the level of the peg or maybe free it to stop 


9 it before it gets too embarrassing. 


10 COMMISSIONER GIBSON: As we did in 1950? 

i1 MReiy BLY 2) That, is;right.. 

12 COMMISSIONER BROWN: Or operate on surpluses 
13 and have: very little interest., We realize this brief 


14 was prepared by committees and therefore there will 


1S from time to time be differences of opinion come up, 


16 and Mr. Ely just commented on what he has written in 
17 this respect in B.51. I wonder if we could have 

18 the author of F.30 comment on his statement that it 
19 does not seem likely that any regular spread in rates 


20 between the two markets can be established. 


21 MR. HUNTER: If you refer to pages 15 and 16 


22 we have graphs there showing differential through the 
23 years 1959, 1960, 1961 and part of 1962 on comparable 
24 short-term U.S. and Canadian bonds, and in the long-term 


25 area you can see where the spread widens out: In one 


26 area as much as 1.71 and back to 14. Recently it has 
27 been down about 80 basis points, prior to two months; 
28 about 80 basis points. I agree with what Mr. Ely 


29 says, that 50 basis points used to be regarded as the 


oe. 0 normal spread but that really has not existed for some 
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1 years now, and I think that there are so many psychological 
2 factors that enter into what the American investor does 

3 and thinks -- his own er vee, whether the rates are 

“ good there without coming into Canada -- and , as I said 

5 earlier, the stability of our exchange rate for a 


6 given period -- it is probably a very practical thing.. 


7| Most of the investors in Canadian securities are 

8 institutional company people. They do not like to 
9 make an investment today and find the rate changes 2 
10 per cent by the time they report to their board. 


11 COMMISSIONER BROWN: But your point is that 


12 this stability, looking at the chart on page 16 -- 
13 the changes that occurred after this chart was made 
14 when the spread suddenly widened from about 85 --- 


15 MR. HUNTER: To 1.50 again. 


16 COMMISSIONER BROWN: Yes, that this crisis 

17 with respect to the foreign investors! attitude towards 
18 the Canadian market has occurred only in the last three 
19 or four months? 


20 MR. HUNTER: You mean his desire to buy 


Zi Canadian securities? 

22 COMMISSIONER BROWN: The crisis that has caused 
23 the widening. If you expand the graphs to the last 

24) two months, it is much wider. 


25 MR. HUNTER: I don't think the American 


26 investor has anything to do with it. In this instance 
21. the American market has held fairly constant, and the 

28 Canadian market has adjusted itself because of austerity 
29 measures. In the meantime the American investor has 


___30/ been sitting on the sidelines until in the last few days 
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Terento, Ontario 
there has been some indication he is taking an interest 
again. 

MR. COX:. ‘I think that half-of one: per ‘cent 
Mr. Ely refers to is the outgrowth of the fact Canada 
financed its war effort at 3 per cent and the United 
States ’at”2e. 

COMMISSIONER GIBSON: But the spread here, as 
Mr. Ely emphasized, I take it is not just a spread in 
interest rates. It is the expectation of lower exchange 
rates as vert 

MR. HUNTER: The exchange rate is really the 
important thing. Why do the Americans think our dollar 
is going to be’ at par with theirs? It has happened. 
Anybody that has bought a security in the last 20 
years has had an opportunity to get out at par, and 
psychologically he thinks this is going to happen again 
some day. Maybe he is right. | 

MR. MILNER: There is one point which might be 
brought out at this moment. This goes back to withholding 
taxes. Rightly or wrongly the American investor who is 
fully taxable -- in other words, take a pension fund 
type of investor, where they are tax free in their own 
country: There is no rate of exchange at which they 
Will buy Canadian securities with a withholding tax, 
because they ae that whatever rate they buy it at 
is 15 per cent wrong because they are paying a premium 


for something they don't get. 
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And that is a very big factor to contend with. he 
the withholding tax were completely removed you would 
open up a very, very large old field of money that 
would flow Linco vhis country. 
| COMMISSIONER BROWN: Is this a factor in 

the long term Canada market? 

MR OMLELNER Ss! 1 iln both’. 

COMMISSIONER BROWN: Most of the long 
term Canadas were issued prior to December 20th?. 

MR. MILNER: The purchasing of some or 
the re-investment of some funds has been completely 
stopped or practically completely stopped by just 
Poatl, peculiar. factor, 

MRS SWADDS:) Would say. this, Goo... it 
is a bigger factor in provincials than otherwise. 
Diaoe sce | Crade, secret Loam leucine. ouc. 

MR. HUNTER: We have not had a new Canada 
long term issue for such a long time that I pend do 


not know what the true rate on long term Canadas is 


at the moment. It is somewhat artificial due 


to the activities of the purchase prices, et cetera. 
There have been lots of sellers but few buyers. Sipe 
we have an issue of Canadas on long term probably we 
will get down to some realistic knowledge on what 
it should be. 

MR. ELY: There ts another factor that 
comes into the picture. The state pension fund 
in the United States amounts to $36 billion and they 
are normally buyers of Canadian securities. Since 


they are subject to the 15 per cent withholding tax 
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I they have not been buyers. That should make a tremendous 

2 difference in inflow from that area alone. 

c COMMISSIONER GIBSON: The other question I 

4 wanted to raise about the spreads was the point we 

5 were getting along into, the spread between Canadian 

6 federal and United States federal bonds and long term 

7 corporate bonds. HP understand if you'do this the 

8 Spread is a’ little SHLba Gaara Lo ts “in =lone” term 

9 governments or has been up until recently, is that 

10 correct? 

it MR. COX: Yes, I believe it is. I 

12 have been keeping track of yield spreads on double 

and triple A utilities in the United States on things 

14 like, say, Ontario Hydros and the spread has been 

15 a Tittle narrow. 

- | COMMISSIONER GIBSON: This is some real 

17 comparison because there is a big market on both 

18 sides of the border? 

he MR. COX: It is a field in which the 

20 American buyer is interested. He prefers our 

21 Ontario Hyaros to ae high grade utilities in his 

~~ Own market. 

ap COMMISSIONER LEMAN: Mr. Gibson, I would 

24 like to get one point clarified here. You are 

25 not suggesting that the 15 per cent withholding tax 

26 on Canadian pay issues held by non-residents be re- 

27 moved, are you? 

28 MR.WADDS : Yes, we are suggesting that 

29 all withholding tax on Canadian securities be removed. 
— 30. COMMISSIONER LEMAN: We have not had that 
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om gears: 

MR. WADDS: Yes, we had it on Canadian 
government bonds. We had a 5 per cent tax on povincials, 
15 per cent on corporates. 

Mite MILNDRe  ACUuaALLY Mr: Leman, J chink 
the way, the solution to the withholding tax is to 
revise the whole subject and that is what we are sub- 
mitting in our brief. There are some rather peculiar 
analogies in that withholding tax. Probably the right 
thing to do would be to start afresh. It comes under 
the tax agreement between the two countries. We had 
up until December of last year external payment Canadian 
bonds free of withholding tax. 

COMMISSIONER LEMAN: That is what I wanted 
to get) straight. On) U.Seppayebonds! thatimisvardifferen 
matter. On Canadian pay bonds I could nm understand 
what your recommendation was. 

MR. WADDS: The chief point we are trying 
to get at here is to put a withholding tax on any 
Canadian serviced external or internal bond you are 
affecting the flow of American dollars in the long run 
out of this country and if we are interested in financin 
our debt then these impediments to free movement of 
capital into this type of debt should be removed. 

GCOMMISS TONER (REMAN SatBup if you buy a U.S. 
pay bond in the States you would have 15 per cent 
withheld against you? 

MR. WADDS: That is right. 
MR. HUNTER: I. think it is more desirable 


even on some internal Canadian securities in the United 
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states than it is on external securities. It takes 
the responsibility for the exchange away from the 
borrower and the interest payments et cetera are 
not then subject to fluctuations of the Canadian 
doilax. 

MRA WADDS*” A- municipality: that'can 
finance through Canadian pay securities and sell it 
in the United States has developed no exchange 
liability for itself and this can be very onerous 
in certain cases. They are to certain municipalities 
that have borrowed in United States dollars. 

COMMISSIONER BROWN: One point I would 
bike svorelarity and thavi2se: 1s ib novicorreecr on 
a long term bond that was issued prior to the re- 
establishment of the 15 per cent withholding tax 
December 20th, 1960, for example, that conversion 


has been free, that there is no withholding tax on 


those even now? 


MR. SHAW: The exemption from the with- 
holding tax still applies. 

MRSC OX I wanted’ to clarify this point -- 

MR. HUNTER: This is still a psychological 
barrier as even those free of tax they do not like 
paying tax toa ISR Sense and therefore they 
sort of frown on our whole operation. 

COMMISSIONER BROWN: Even though there is 
no. tax on those particular ones? 

| MR. HUNTER: Even though there is no tax 

on those particular ones. 


COMMISSIONER BROWN: There is a psychologica 
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: condition, is there? 
~ MR. WADDS: That is precisely it. 
3 COMMISSIONER BROWN: Let us take it up 


4 psychologically. 


5 ‘ COMMISSIONER MACKINTOSH: It seems to me 
6 one thing is being sort of submerged here in the dis- 
7 cussion on taxes. It apparently was the view in 
8 imposing Withholding taxes that we did not need this 
9 American capital. All representations here seem to 
10 be that we do need inflow of American capital. 
il MR. SHAW: We are fairly consistent in 
ae that: view.»,.. We did not share the concern that was 
13 not so apparent for a while. 
14 COMMISSIONER MACKINTOSH: I think we are 
15 getting to a point where it ought to be brought out. 
16 MR. MILNER: But, Dr. Mackintosh, the 
17 reasons, I believe, for changing withholding tax 
18 or deleting the advantages of withholding tax were 
19 put on to discourage -- they were not put on to 
20 discourage investment to the extent that they were 
21 put on. to effect the exchange rate when the government 
oe at the same time made the announcement they intended . 
23 to depreciate the Canadian dollar from a premium. 
a COMMISSIONER MACKINTOSH: What was supportin 
25 the Canadian dollar? 
ae MR, MILNER: The flow of funds. 
27 COMMISSIONER MACKINTOSH: Well, I take it 
2S I am entitled to think then they wished to discourage 
29 the inflow of funds? 
ae MR. MILNER: They succeeded admirably. 
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COMMISSIONER MACKINTOSH: The point I want 
to make clear is that you people say the flow of 
funds to the United States cannot possibly end. 

MR. HARRIS: Actually in December 1960 
for the previous quarter, at that time there was 
not a net inflow, it was pretty well averaged because 
of repayment of insurance securities. This was not -- 
because of the concern that had been built up in the 
press and various speeches, this was not really con- 
SLoered ac sertOUs ac iv ‘Snould*nave  peenlat’ une came. 
The statistics were there but this was not a problem 
actually in December of 1960. 

COMMISSIONER MACKINTOSH: Well, in many 
instances the government is a little late in getting 
around to it. 

COMMISSIONER LEMAN: Just one little 
DOLRY +. OLLOWLHE® On Chis. We are talking about various 
times here. At this time forget about the deficit 
that Canada is still running. is* the ‘level of 
investment here in Canada that we do need external 
Capital Co rinancemit? 

MR. SHAW: The demand for investment funds 
is made up both of need for investment capital and 
need for aie te to finance deficits; in other words, 
the demand for investment funds is very heavy in 
Canada. 


COMMISSIONER. LEMAN: What I would like 


to understand more clearly iS whether what you would 


be aiming for now is to get back the funds that have 


flowed out over the period? 
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MR. SHAW: That is the first step. 

COMMISSIONER LEMAN: And beyond that? 

MR. MILNER: Wena: Mr. Leman, this con- 
versation has all been confined -in relation’ to the 
federal situation only. You have to add to that that 
not only has the federal government spent a lot of 
money but all governments in Canada spend a lot of 
money. Provincial borrowings have been fantastically 
high over the past ten or fifteen years and it really 
goes down right into the municipal level. So when 
you look at the payment problem or the interest 
in having: outside tcapiaal Weis! nowionly. at the 


federal government level; it is at all levels of 


government that need capital and I think it would be 

fair to say that if we are going to keep on at the 

present rate of governmentals' spending that we will 
Lalonde 

need outside capital/to procure the funds. 

MRYWELY?) ol think what you asked, Commissioner 
ily athe firstoand mostopressingr problem is to conduct 
ourselves in such a way that we regain our recent losses 
and put the exchange fund back to the position it was 
in where we have a proper level of reserves. Beyond 
that we will certainly need money in this country if 
we continue to expand. I would not’ think, referring 
to a question that Mr. Gibson asked quite a bit 
earlier, we would not need it in the same volume 
thay it. was: comingiinitm thevro50ts) 


COMMISSIONER GIBSON: I would like to 


return to this question of the spread. I am sorry 


tO be so- insistent but when we talk about United States 
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government and Canadian government Spread, I think 
it was said that the utilities spread was more 
important in recent times aa I wondered if you could 
give us some idea how big this spread has been recently 
between securities of which there is a volume? 

MR. BEATTY: 1.65 per cent at the moment. 

COMMISSIONER GIBSON: That would be between 
what? 

MR. BEATTY: Between the most recent high 
grade betieses that were sold at tender in the 
United States. and the recent Quebec issue. 

COMMISSIONER GIBSON: What is a reasonable 
Spread there? Would you Cake, your one-half or” one 
per ceny, Mr. Beatty, as being a sort.of normal? 

ME HY: °o No, onwba lance: you micht vake 
it maybe narrower than one-half of one per cent, the 
dollar being at a discount. 

| COMMISSIONER GIBSON: Supposing the dollar 
is at par -- one-half of one per cent? 
| MAR Beier luMucednnO. De One=nad tT I would 

think it would be wider than one-half now because 
of the investment attitude of the foreign investor. 

MAL COR. Piet hinke Gnas, been in) the range 
of. 80. cents ito $1. 

COMMISSIONER GIBSON: My impression has 
been three-quarters. 

MR. MILNER: Three-quarters is about the 
figure I would have given, Mr. Gibson. 

COMMISSIONER GIBSON: So that the spread 


there has actually been narrower than from looking at 
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1 these charts? 
2 MR. MILNER: ‘Yes. 
S THE CHAIRMAN: Adjourn for ten minutes. 


4 (At this point a short recess was taken.) 
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1 ; THE CHAIRMAN: We will now resume. 

2 COMMISSIONER BROWN: ‘In sectioduwB, paragraph 
a 3 8, there is a reference to inflationary tendencies. 

4, WOuld) just Like to askr you for your opinion!) as’ to 

5 the present force of these-inflationary tendencies. 

6 MR. BLY*s*“Inv’chac Secuion; Me, browns) 5 

7 was really referring to what had happened and, having 

8 happened, why there were certain attitudes taken towards 


9 long term bonds. I think the inflationary forces 


10 are not in the economy today at all. 

11 Do you want any further comment in that 
12 regard? 

WS COMMISSIONER BROWN: No, that is what we 
14 wanted because there was the implication that unless 
15 they are checked this investment direction was going 
16 to continue to decline. 

17 MR. ELY: I think they have checked them- 
18 selves. 

19 COMMISSIONER BROWN: What do you think of 


20 the future? 


21 | MR. ELY: Well, inflationary forces in a 

22 country turn investors to other types of securities, 
23 obviously, than fixed income securities. 

24 In the foreseeable future I do not think 
25 there is much danger in this area, but we should 


26 always be watching for it. 
27 MR. COX: Mr. Brown, I have here a copy 


28 of a brief that was presented by the Association be- 


29 fore the Senate hearings on inflation. I do not 


30 know if the Commission would like to have it or not. 
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It is quite authentic because one of the authors was 
the Secretary of the Commission. 

COMMISSIONER GIBSON: Is it up to date 
reflecting your present views? 

, COMMISSIONER LEMAN: If so, it is probably 
available to the Commission. 

MR. SHAW:: . Perhaps. 

COMMISSIONER GIBSON: To go to a new area -- 
now in respect of monetary policy and debt management, 
your second recommendation suggests that we consider 
Separation of the control of the currency from debt 
management.’ You "say: that the Commission examine 
areas of conflict between debt management and control 
of currency with a view to determining whether these 
functions should be separated. 

We live; with. a sorc.‘of permanent problem 
of trying to reach workable compromises between the 
interests of debt management and the interests of 
monetary policy. Your presentation brings this out 
very clearly, because in section B, paragraph 14 you 
suggest that debt management has been unduly subordinate 
to monetary policy at ctnes and in section C, paragraph 
8, you say that monetary policy is in fact being pushed 
around by debt management. 

IT am not reproaching you for this apparent 
COulLiGk. DECaUuse., | do note Chingy it 28 a contlict. 3 
think this is in the nature of things; that debt manage- 
ment and monetary policy are always trying to work out 


reasonable compromises between the basic objectives, 
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and that this is more or less in the nature of control 
in any modern society. You later suggest that debt 
management should become directly under the control 

of the Department of Finance. Would you elaborate 

on this as to how you think it will help to solve 
co-ordination of debt management policy and monetary 
policy? 

MR. MILNER: Mr. Gibson, before answering 
that I might bring to the Commission's attention 
that we have divergencies of views among ourselves 
as. Co the, right. approach to this. thing., 1 .am,.going 
COwaSl AM Ail Vaapiie ad .may, tO Start this, and. Mr. "Cox 
tO comment on it later, 

MR las) ) Mr Gal SON yeryOUvare tCadikcing 
about paragraphs 14 and 15 in Section B? 

COMMISSIONER GIBSON: Right. 

MR pole shin VOU 2O0.tb0. che) latter. .vart 
of wmaracranph -lLbiof section, Buyou will note. that. say: 
if that management were taken back to the Department 
of Finance it would have the effect of bringing the 
Department of Finance and the Cabinet into closer 
association with the problems of raising money in 
the capital markets to implement government fiscal 
policies, which do not now adequately seem to reflect 
the requirements of sound judgment. 

Lethiniy an Mwaderparcicular portion: of the 
brief the whole approach was to get the problem closer 
to the people who were creating it so there would be 
a greater understanding of the problem of raising 


money. 
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COMMISSIONER GIBSON: By doing this, of course, 


you take the problem further away from the body 
responsible for monetary Bote en:. You still have 
the problem of coordinating monetary policy and debt 
management. How would you meet that? 

MR. ELY: I think it would be met more 
or less in the same way that it is met now, because 
the Bank of Canada would be the advisor and there 
would have to be complete and close collaboration 
between tee ae of Canada and the finance department. 
We understand that that is going on now in a pretty 
satisfactory manner. 

COMMISSIONER GIBSON: If the Bank of Canada 
isncre advisor, will it. also: be.the,.operator? 

MRS BLY: I think the Department, of Finance 
might even ask the Bank of Canada to be the operator 
until they can staff the Department of Finance with 
the kind of people who can handle it. There is 
very close collaboration between the two, and there 
Should Bas but the fundamental approach is still that 
if you take it to the Department of Finance you then 
bring it closer to the people who are creating the 
problem. 

COMMISSIONER GIBSON: But you still have 
to have See one 

MR. ELYs Always. 

COMMISSIONER GIBSON: And are you going 
to have two groups of people operating the security 
market with ultimately the bank on the one hand the 


Department of Finance on the other? 
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1 | MR. ELY: I think eventually you can 
2 only have one group operating it so that you leave 
3 then the Bank of Canada Ae charge of monetary policy 
4 and the Department of Finanee in charge of debt 
5 management in its entirety. 
6 COMMISSIONER GIBSON: But then you get 
7 the two inextricably muddled up at the security 
8 purchase and selling level, and the one effects the 
9 other, in other words? 
10 Mies SLY: That is rien. I think that 
11 On the secondary marketing operation, rather than 
12 the primary operation, it would have to be carried 
1 On Dy the bank, but when it came to the primary 
14 operations they would be conducted by the Finance 
15 Department. 
16 COMMISSIONER GIBSON: The primary operations} 
| you mean quotations on new issues and refundings? 
18 MR. ELY: New issues and refundings. 
19 MR. MILNER: I would like to have Mr. Cox 
20 Speak on this as well. 
21 Ma COxe ) b. thank. tne .eelingsin section .C 
De were Similar to thoSe expressed by Mr. Ely. We have 
23 a comparison which perhaps is not necessarily valid 
24 because Situations are different from one country to 


25 another. We have in the United States a federal 

26 reserve operating the monetary policy and we have 

ay. the treasury doing debt management. It seems to work 
28 relatively well. 


29 I think there is also the aspect that the 


___ 30} Bank of Canada is now being asked to do too much. bth 
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the bank were in a position to devote itself toa 
greater extent to monetary policy problems, and the 
Cabinet were made more aware of the difficulties that 
their. fiscal policy might create on the capital markets 
this might bea -step,.in the.right.direction. 
COMMISSIONER GIBSON: Yes, but the problem 
that I do not quite understand is that you are going 
to have two people operating in the security market 
more or less parallel to each other, are you? is) it 
your thinking that by having what you might call an 
investment department within the Department of Finance, 
With the added skills and abilities there, it would be 
beneficial Depa operation of both debt management 
and ahaa poOlieva 
Mi wCOkGe Yes sobe lieve Thar.. I think 
you, also.have. to bring, in fiscal, policy. — Debt manage- 
ment arises in many instances, or the province of 
debt management arises from fiscal policy. 
COMMISSIONER GIBSON: Yes, but you see 
the Bank of Canada now is the agent of the Department 
of Finance in debt management. 
Mew Ome, Ves. 
COMMISSIONER GIBSON: Unless you build 
up an operating department in the Department of Finance 
there really is not much difference between the situation 
that exists now and what would exist in the future. 
MR..COX: I think we envisage a complete 
Gepartment as they had prior to the Bank of Canada 
to look after debt management in the Department of 


Finance. 
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1 COMMISSIONER GIBSON: And how do you get co 
4) ordination between the two investment organizations? 
a MR. COX: By liaison of the very highest 
4 || degree, of course. 
5 COMMISSIONER GIBSON: You do not think it 
6 is better to have one investment department with the 


— 


7 finance department then in the position to state what 


8 policy is now in debt management? Aly vpipm aks gages %l of Fou a! 


9 responsibility. 


10 MR. WADDS: There is no question as to 

11 whether that would result over a period of time. 

12 COMMISSIONER GIBSON: This is, you say, 
13 the underlying constitutional effect? 

14 MR YS -WADDS*: .“ “Yes . 

15 | MR. MILNER: Under existing circumstances 
16 in the last few years there have been fe es sir ere 
| where the central bank has been running both ways 


18 at the same time. It has been operating for the 

19 debt management in one term and from a banking view- 
20 point as the central bank in another Viewpoint. They 
on are converse: completely different objectives in 


22 both cases. We had in mind that if you reverted 


Zs to the pre Bank of Canada situation where the Department 
24 of Finance was responsible for debt management and the 
25 Bank of Canada responsible per monetary policy you 

26 would not have that conflict, and you would have a 

2H. much clearer picture before the public. We are not 


28 unanimous at all in this view and possibly the fault 
29 might be remedied in another way. Unfortunately 


30 what has happened in the past number of years is that 


er 4 co pry : 2 
‘ ACALE, Geant te FAP 0 ion 
seen we aft to mdetatl wa iKe 


. ; 12 
. Ht at yw Sb i r i ae 
fee | war io a, aie J 7 : 
; tay we ary “it a " chee : oe 10 = ST, 
Weare 


\ he i ms %) te gree 
ie 5 A : { 1 a be ie = 
: Va. we v 


I v6 iy a % : 


aaane ton Bs voy a woeero ranorezriote) | 


vs 
— a. a = 
a aa 
ee 


“a a 


—- 


oa | . ar 


= 


f ne wa iw Soibmdene 36 by Hemgeevat ‘eho aver Wi nets co 


oa J ‘ t . u t ; 
pa j ee ( ‘ ; vy 
teiw sista Of Sek uwiuine ‘ovat sandy” ‘reat ld 


. _ io 
ee eee 


. stead eff et gL. tihsmegsram 3 da b ob won at orta og 

i } if a as 

. “wah thatnagdaor 

i SS a 

es | od ne nottesedp or ai wiedt + oO AW AM” ee i re 
: : g fi i 
iH enid To totieq 2 tevO JisGet Dip Ow sant contenu 
bw | 
<< WER SOY! pan) ht ee paMOT@eTNMOS” i 


L 
= 
G 
Pm 
tc 
Pi 

£ 
Pa 
ph 
_ 
So 
6 
S. 
be 
cs 
3 
a 
6 
2 
> 

" 


“4 aT er re : : ia hi 
mY . <20CAW . AM hdl «i 


Porian . 

=; iM <i - PC Y re ip ae 
i, “ol Sones aritiat ft hag ; ee t<@bou % fasta Fac M JAM 
uty } bee 
oi a d i , es J oh aw “ t 
a LoNeTENL Yen mead eved seats enesy wet tesl ens aly 
3 e! 2, | ay | 

7 , ; 5 7 ‘ 5 7 4 be te} 
ae ie im, ‘ fh (a . . ‘ . . ar U if. 
oP is el ‘ 27 our. Asvcod Peking Test aan wine Leloide end oToOWw 
a! 4 . | " As 
ee NApR RRR a GR ed © Fal SPELT Or the nie kit wd ee eee 

4 “y Chi. 8 ri Sd, ee sel Ved CG Noa i Sh Low ' » BRILL - Fy aren ode “a. 

U nd 

5 


“welv avinned' @ mev't bas axet emo Ar dasaeascsm 4deb 


Vy 
dae eg bd les aa 
TH ‘aA hoe “stdgane of tee Lendaee ‘arid as ditog 


i! ‘ mi) 
ly . , 7 yy ie. 
nf: gavianek da driete tt Ns) elevetdnos reérsiiog ere 


“e 


fs pettavex ong * tL. ded bestia at bert aw 20889 dod 
ab: . . 7 ue - = ee mire ‘ee fe 
(Gieatisaed ot? ened 4 otal a ‘abansd Yo ainsi ord oft. oF “Tes 
et reer hy Ware é 
sit Gis thatleasnan tded 10%! ‘braeaogess Baw sonsalt “to . 


es 


NOY potlog. wress Snom ‘ae: ofdterioguen adstied dl 


a 


& SVAH bisow BOK ane tort nes ‘sett wise be 
e. 7 , es 7 

2 . 1) ra : aa os y 
£ t a se edig ond exeled $4 = taka mente sf fo | 

. hae ar. Loe ou fae 


s Sri wesiitaadt bts oly bia : a { r b°9s" Bi Onn + 


a y 7 eta 
; ‘ra 
: a sa 


ar ite oe ew ‘te ‘adaans ont 
ge 77a : o i o i | 
a er 


a 
"LS ae j 7 


rye a ee an 


Nethercut & Young = S6BRns 


Terente, Ontario 
1 the Bank of Canada has become sellers of securities, 
2 let..us' say, not.for their.own account, but for the 
3 government account, but the general public has not 
& been aware of who they were selling for, and before 
5 we knew it we had a situation where we had @ rising 
6 or falling market caused by a cause which was not 
7 correct. It was not monetary policy, it was merely 
8 that they were selling for a government fund. 
9 COMMISSIONER GIBSON: But you see, you 
10 approach this problem, and I have it in mind even 
11 more ,.-by Sayings. that, the .bank.is trying to go in 
12 two directions at the same time. How do you get 
13 around that? Lenin debt management under the 
14 Department of Finance does not avoid this basic 
15 eont dict. If considerations of that management 
16 are to do one thing and monetary policy to do another, 
LT there is still the conflict. tupsoi li has. co DS 
18 resolved... Somebody has to work it out. I think 
19 4f you propose this sort of thing you ought to show 
20 how these conflicts can be worked out. Liaison is 
Pai one thing but how do you get this liaison? The 
22 Department of Finance is now in a position to state 
ae what the policy is in respect to debt management. 
24 MR.MILNER: Mr..Cox, would you like to 
25 go on in that regard? 
26 MR. COX: I think it gets back to the question 
27 that the department is looking after debt management. 
28 Its influence with the government is going to be 
29 considerably greater in the department's fiscal policy. 
30 COMMISSIONER GIBSON: You are really saying, 
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i ene Department OF Winarnce were closer to this their 
fiscal policy might be affected in what you would 
regard as a constructive a ta LS-Cha verighy’ 

MALTCOLT Les. 

MA bul) neo Le COLPPeCt. 

COMMISSIONER GIBSON: I do not think you 
have answered the question as to how you would do this 
in an operative way. You cannot escape these con- 
flicts;. they arevinherent in our. society. 

MA "GOK Suu Wwe Nope tne, cont LICUs wail 
be less dangerous and there will be greater harmony 
between the three items of fiscal policy, debt management 
and monetary COLE 

COMMISSIONER GIBSON: Mr. Milner, you say 
you. do not all agree on this subject. Would some 
of the people who do not agree care to say something? 
MR. MILNER: Just as you are saying, Mr. 


Gibson, some of us feel it is almost impossible to 


separate the two and have them operating. I think 


Mr. Harris has got something he might wish to say in 
this regard. 

MA SPHARRIOS. «6Letvend to. agree with, Mr... Gibson, 
Eahinks 

COMMISSIONER GIESON: I have not expressed 
a view. 

MR. HARRIS: Well, you expressed it 
perhaps indirectly. We have had pretty unusual times 
during the cental bank history in this country. We 
have had unusual circumstances within the bank and 


Within the government. In the long run I think you 
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would be creating a problem by putting it in two places. 
You may create more political problems possibly in the 
long run. I think at the moment it may be attractive 
from our point of view where we have lacked direction. 
We have found it, as dealers, a difficult thing under 
certain conditions. I can see more problems over 
a longer period perhaps if things were split in this 
way. 

Surely the bank is, as you say, the advisor 
and agent of the Department of Finance. Perhaps 
one problem is that the Department of Finance until 
fairly recently has not taken as active a role as it 
Should have in looking at the capital markets. Lt 


has not had the people. othinky this has-been pone 


They are taking a more active role in studying markets 
and Sere effect of issues upon the markets. 
This has perhaps been the problem in the past. I 
think “Ltiiits “improving snow. ibn invck> 72S tally aware 


of this problem and taking a much more active role 


in DO FLCYR 


MR. ELY: Mr. Gibson, I was one who was 
not completely in accord although we held a discussion 
last night and I think we tried to resolve our 
differences. 

The reason I was not in accord was 

that I felt that taking debt management out of a non- 
political body and putting it into a quasi-political 
body might possibly mean that it would be run along 
more political lines which would be wrong in our opinio 


I wanted to separate the political approach by leaving 
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the whole thing with the Bank of Canada as a non- 
political operating body. 

We felt that the argument was outweighed 
On the side of getting the problem closer to the 
people who created it. 


COMMISSIONER LEMAN: You would not suggest 


that the government should go and ask the bank how 


much money it will let it have to carry out policy? 
MR. ELY: The government is all powerful 
and when the chips are down it tells the bank how 
much money it wants, there is no asking. 
COMMISSIONER MACKINTOSH: This is a point 
TP Chank“wevoughtto clarify. The present arrangement 
is that the Minister of Finance is the principal and 
the Bank of Canada is the agent. 
MR. BLY! "\thateis’Ptent , “ei. 
COMMISSIONER MACKINTOSH: My understanding 
is that the Bank of Canada always makes clear in its 
transactions whether it is acting as agent or acting 
as SPIRO LSAT on its own account. I do not know how 
the public gets this confused view that they are 
acting in different ways, but I should think the 
only information the public had would come later 
when the accounts come in. Certainly it does not 
Show up in the Bank of Canada accounts in respect 
to unemployment insurance, but that would Show up 
in the unemployment insurance fund later. 
MR. SHAW: The difficulty,Mr. Mackintosh, 
is that we ae talking about the public. Lectnink 


we were referring to our traders and people who are 
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clearing on day to day transactions, and the bank 
does not tell us why they are doing these things. 


Tt is left to us to infer what is behind these 


purchases or.sales. Sometimes we are led to 


the wrong conclusion in talking to the same fellow 
On the telephone when he is selling or buying, and 
we attach a significance’ to it which is incorrect. 
He is not doing it from a monetary policy point of 
view, he is doing it because he has instructions 
as an agent to carry out some particular job. 

COMMISSIONER MACKINTOSH: My understanding 
ECW Grete ay he tells you he is acting in one capacity 
Orecne OCherr 

MR. SHAW: Unfortunately he does not, sir. 

MR Gay: He does not tell us. 

MR. MILNER: Mr. Harris may wish to answer 
that. 

MR. HARRIS: I think very often there are 
occasions when they state they are acting on an account, 
but I believe there are many times when transactions 
are done and they are reluctant to indicate that. It 
may be that a trader in Toronto or Montreal does not 
really know. at the time. 

COMMISSIONER LEMAN: Perhaps he should ask 
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MR. HUNTER: I mean, the bank trader has 
to be told by Ottawa. 

COMMISSIONER MACKINTOSH: Is this a continuing 
variation in procedure? Our understanding is that 
there are traders who are always informed. 

MR. MILNER: There is probably no one --- 

COMMISSIONER MACKINTOSH: Your experience 
is that they are not? 

MR HUNTER: 1 do not, think there is: an 
a a aaa ia here, but it is my understanding that 


we are frequently at sea whether it is for monetary 


policy or against. 


MR. MILNER: Would you like to answer 
that. Mr., Cox? 
MR COX: , Our seroubles nave been told 
On. occasion, .but..1. would. not. like to leave the impressio 
they say they are acting for an account. 
COMMISSIONER MACKINTOSH: You say they do 
not invarlably say it? 
MR. COX: Very definitely they do not 
invariably, contrary to what their brief suggests. 
COMMISSIONER BROWN: They also confirm 
the ticket and it makes it quite clear they are acting 
Lor proces account. Of course, you do not get that? 
MR, COXs:. .No, and,.I do, not know that very 
many of us see the tickets. 
MR. SHAW: It would be far better to do so -- 
the method of operation, is it not true, is chav the 
only way we can find out what the bank is doing is to 


go to them and they very, very rarely initiate an interest. 
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Am . right in that, if you want co find out what the 
bank is doing you try them out on a bid and they accept 
lg oie nara as} es | | 

COMMISSIONER MACKINTOSH: Is not that the 
way you usually find out how the market is doing? 

MR. SHAW Ss; olhau LS rene. but in the 
circumstances is it not quite possible there would 
be no further conversation and then you try them out 
with another block and see how far they are prepared 
Co eo... it-is.a fair trade operation without too 
much conversation as to why the operation. 

MR.HUNTER: One of the problems is that 
the Bank of Canada is the major factor on the market 
and every known bond trader or institution that deals 
actively in securities will take no action, even in 
the provinctals or other securities, he wants to know 
what the Bank of Canada is going to do, and this is 
such a focal point that if a dealer thinks that the 
bank is meeting a certain price for bonds they will 
offer bonds to TING HOU Le Lote oO If not, they 
will offer them down, which starts a deluge of selling 
which might not have occurred if the bank had not 
been in the picture at all. 

- COMMISSIONER GIBSON; To change the subject 
for the moment; another very important. statement in 
section C, paragraph 235, is the statement which comes 
out-in favour of the "preferably" policy for the 
Bank of Canada open market operation. The Asspciation 
does not make this recommendation although it is 


contained in Section C3; the view is expressed it is 
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desirable in Section ©. Would you care to comment on 
that? 

MR. COX: Well, you accept the concept 
that when the bank wants to buy securities they want 
to deal with the reserve of theschartered: banks: and 
it can be done just as effectively in a treesury bill 
andeit can berdone with less destruction of the market 


because it is done under the shorter term segment than 


under the longer term segment and you get higher points 


in yield -- I think it is one cent in price and one- 


hadteanpoint On a twenty year bond, and if you 
operate in the long segment of the market you are 
liable to create an artificial level, which has several 
weakening effects on the strength of the actual level 
where the mrket should be. I am not expressing 
this very well. 

COMMISSIONER GCHBSON: Vi anthink? youRnare 
making your point reasonbly clear, 

MA COR Sti Mere OS Sic a Gee Se 
I have seen on this subject is by Winfield Riefler, 
published in.the 1958 Federal Reserve Book and there 
are several quotes in one of the paragraphs here in 
section C.. 

COMMISSIONER GIBSON: But you make this -- 
I would not say"recommendation" -- about the bills 
of the short market operation and the Association 
does not recommend bALsS. Do you disagree on this 
point or is the Association in agreement with Mr. 
Cox's view or the statement given in Section C. 

MRE TELYss) IithinkyeMy .dGibsonjtthattyou 


must recognize that there are 197 members of the 
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Association and there are only 14 money market dealers 
who have any real knowledge of this subject, and even 
amongst the 14 money market dealers there might be 
Only a percentage of them who would be experts, so 

it would be very difficult to get the broad agreement 
of the Association on something that involves only 

a very few houses. 

COMMISSIONER GIBSON: This is the reason 
you have not given it as an pelle ed pecs recommendation; 
not that you disagree, but it would take people who 
are experts.. 

Mg i se) pute ons er, At, our session 
at Lucerne on this Subject we are talking about there 
were really very few people who had any views on it 
Snails, 

COMMISSIONER GIBSON: It is not out of 
harmony with some of the banks' views. Perhaps you 
Mion: refer tO The central bank 'sibrief, Mr, Coxs;).1 
glanced over it and they said they are in favour of 
that policy in general. Are there any comments you 
would like to make? 

MR; COX? We suggest. there are occasions 
when it might be helpful for the central banks to 
operate on a longer term basis. This would be 
On the conditions that the market becomes disorderly 
or ---- 

COMMISSIONER GIBSON: You are not finding 
disorder! 
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changes in price and there is little continuity 
to it and the volume has declined because of the 
difficulty with trading, and it would be opposite 
to the broad resiliant type of market that is con- 
Sidered: desirable. 

COMMISSIONER GIBSON: You believe there 
are circumstances such as the very recent one where 
bre “cencvral bank ‘should bein’ the market? 

MON COMS Pee Cninkeoney snovlarbe stant lizin 
to some extent; not necessarily ordering the direction 
of ‘the’ trend of the: Market, but stabilizing it so 
that some trade can take place, and this is something 
that is very well dealt with in several federal reserve 
conflicts and they have a similar view in the States 
that a disorderly market should not be allowed to exist 
because it creates a beaat deal of apprehension and 
Since the government market is the central point around 
which all Other interest rates fluctuate, it cepa 
all other types of credit and all other types of 
borrowing. 

COMMISSIONER MACKINTOSH: Should they "pre- 
pare a good reception" for the issue? 

MAS COXss “D think they have: been known ‘vo. 

MR. HUNTER: The Bank of Canada has been 
using this purchase fund operation to help stabilize 
the market for the past Several weeks and it has 
eased things down a bit. 

COMMISSIONER GIBSON: So when the variation 


become large the spreads become wide; that is the 
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case that the central banks make out? 
MR. COX: I think we should keep the appre- 
hension at a minimum rather than emphasizing it. 


COMMISSIONER GIBSON: I hear from what 


you might call die-hard individuals who say they 


would vather not have a long market in any circumstance 
al i HEL re knew they were not there at all you would 
get a better market ultimately. Is there anything in 
that? 

MR. HUNTER: “Yes, I think there is something 
in that; this disorderly thing is --- 

COMMISSIONER GIBSON: You would have to put 
it with disorder if you accepted that? 

MR. HUNTER: You would have to, yes, but 
I think this is sufficiently important because the 
effects of rapid changes in yields of Canadian bonds 
affects yields of other securities to quite a con- | 


Siderable extent. 
As a matter of fact, there are some figures 


here which I might leave with you. In the past two 
years, fron. June 1960 to June 1962 there have been 

Six important changes in the direction of the yields, 
and despite the fact that. there was only one long -- it 
was actually a C.N.R. issue in the fall of 1960, and 
Since then there has not been any long issues at all. 
The total change on yields in that period -- and this 
is based upon an average of yields for each month -- 
the total change on yields on Canadian is 1.67 per 
cent, whereas on provincials -- where there has been 


a tremendous amount of operating change -- it is only 
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1.46 per cent. In other words, Canada is 15 per cent 
more than the provincials, although the government 
has refrained from operating in that field. 

COMMISSIONER GIBSON: How does this bear 
on the business deals, only occasional intervention? 

MR.HUNTER: I think it is the fact they 
have been intervening in the long market that caused 
these wider fluctuations. 

COMMISSIONER GIBSON: Is it not a fact 
that this has had something to do with their being 
able to support the market in recent years? 

MR. HUNTER: Well yes, I think that has 
been their endeavour; whether they have succeeded in 
doing: this is a question that might be debated. 

COMMISSIONER GIBSON: But you are almost 
saying that the fact that they are known to be inter- 
vening at times is a disturbing element on the market. 

‘MR. HUNTER: It becomes -- I do not know 
that these price levels are exactly right because 
I am working from memory here, but the purchase fund 
was at 83 earlier this year and the market is in the 
range of 91 and 92, and the market then moved up to 
the 94 range, and as far as we know the bank did not 
raise its purchase fund until they all of a sudden 
moved it up two points and got it up to the trading 
level of the market again. Then it went down, and 
maybe the bank actually had an instruction from the 
Department of Finance to take so many bonds at 94, 


and they took them, and then had to keep shooting it 
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down the market as fast as they could. 

COMMISSIONER GIBSON: Your other members 
more or less.agree with the view that there are times 
when the Bank of Canada should enter the market? 

MR. MILNER: The Bank of Canada entered 
the long term market ina very large way and the fact 
of the Bank of Canada owning such a tremendous amount 
Oor=lone term-debt ,“in'our- opinion,’ has had a’ very 
deterring effect on the long term Canada market ever 
Since because you always have the overhanging view- 
point that if the market were to go up it could absorb 
a huge amount of the Bank of Canada's holdings and that 
the Bank of Canada would love to be rid of their debt 
and operate as a bank in the immediate and short 
term fields, so that this is where we have disagreement 
amongst ourselves. There have been suggestions, 
for instance, which were made -- it was considered 
as a suggestion that the Bank of Canada might Peete s 
its long term Canada position to get rid of the 
fact that that was always overhanging the market 
and if there were no long term securities held by 
the Bank of Canada -- not the government of Canada 
but the Bank of Canada -- I think we would have a 
much more realistic open market in long term investment 
I think it would be a much broader margin than exists 
today. | 

COMMISSIONER GIBSON: You are not altogethe 
agreeing with Mr. Cox; he said there were circumstances 


when the Bank of Canada should prevent disorderly 
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: conditions, and you think it would be better if they 
: did not intervene at all in the long market? 
MR. MILNER: I think, Mr. Gibson, that 
F my conception of disorderly conditions might be 
: aifferent from some of the other committee, but my 
‘i conception of a disorderly condition applies both 
‘ wayss$ you ae have a disorderly market going up as 
‘ well as one going down and there have been two or 
q three occasions when we have had a disorderly market 
- on the reverse end; that is ,-too, quick’ a rise e=- 
ui COMMISSIONER MACKINTOSH: You want them 
e to intervene on both sides? 
is MR WMILNER: Vi think the fPunctLon or the 
a Bank of Canada -- this is my personal view -- I think 
» the function of the Bank of Canada primarily is to 
- attempt to stop excess movements of markets which 
v are pers ak accordance with governmental policy, and 
AS that would apply both ways. 
ee MRi7COxXearl Gisyourwanttic totappiyicboth 
oa ways.1l used the example of the declining market. 
i COM). ISSIONER GIBSON: This raises all kinds 
oe of problems eure you say you are in favour of bills 
eS preferably, but if the conditions are disorderly in 
pe either direction it may mean that the central bank 
a should intervene. I do not know how you can define 
ee "disorderly" in this sort of way. 
“ih MR. HUNTER: Maybe the advantage to having 
ee a Canadian market is that it could be the Department 
ar! of Finance who intervenes in a disorderly market. 
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COMMISSIONER GIBSON: This gets back to the 
conflict between management and the policy -- if they 
are doing something which is in conflict with the Bank 
of Canada, it is still being done and has to be co- 
ordinated. | 

MR. HUNTER: I think the action of the Bank 
ave Canada in the recent applications has been largely 
on behalf of the Federal government for a purchase 
fund. I do not think that the Bank of Canada is in 
The wrong end of the market -- at least, I do not know. 

COMMISSIONER BROWN: They have been buyers 
and not sellers. 


MR. HUNTER: We have been Sellers recently, 


but we do not know. 


COMMISSIONER GIBSON; Let us put it another 
way. We have a modern type of free enterprise 
society and in this kind of society the dealer has 
COsCarry, aclaur "Load. Should you give the authorities 
the responsibility of sustaining the bond market 
OTs, pS Ee from preventing it from going up too high 
With very strorngpressures the other ways; you are in 
effect trying to moderate the changes in existing 
rates that occur from time to time and which are part 
of the machinery for trying to check the boom or 
Stimulate the recovery. Do you want to moderate 


the changes? 
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1 MR. MILNER: We want to smooth out the excessiv 
Zz movements either on the upside or the downside. My 
> conception of the way, SE Rh le the exchange fund 
4 operated oveaBens past five years was trying to smooth 


5 out -- they didn't try to force a rate either way. 

6 They merely prevented it from going too far either on 

7 the up or the down side, as the case may be, too quickly. 
8 On the governmental long-term bond market you have got 


9 an exactly similar situation, that if the dealers, 


10 which is our industry, misjudge a market to the extent 
it of driving prices up too fast by accumulating a huge 
12 inventory position, it is probably not in the best 

13 monetary interests or fiscal interests of the country, 
14 and it is very easily stopped by the Bank of Canada, 


15 either on the government account or its own account, 


16 moderating that upswing. But the main ob jection, by 


17 think I am right in saying, we have had over the past 


18 five or six years has been that on the downswings we 
19 rather: question whether the bank's efforts on the 
20 downswings were as effeciently carried out as they 


21 might have been. The bank has always had a tendency 


Ss to support a market to a point and suddenly withdraw 


23 support. Instead of having supported the thing on 


24 a gradual basis on the way down they have simply with- 


2 drawn support, and you get excess drops in government 
26 securities because of that particular action. 
27 COMMISSIONER GIBSON: Now you are talking 


28 about the efficacy or the efficiency of their operations. 
29 MR. MILNER: Yes. 


30 COMMISSIONER GIBSON: I was trying to get you 
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more on whether they should intervene or not and under 
what circumstances? Let us assume the operations are 
Ssiincient, | 

COMMISSIONER BROWN : There is one question 
while we are on this:, First of all,.we will.go back 
a Little on this question of bills preferably policy. 
It was explained because there were only 14 members 
Orne 7. De fg in this market that as an association 
they could not express a view, but for the record, 
could we have some expression as to the degree of 
eet among the 14 members of the money market? 

MR. MILNER: Yes. On the 14 money market 
dealers IL would think we would be unanimously in favour 
of the operation. 

COMMISSIONER BROWN: I just wanted to get that 
on the record because it was not clear. | 

MR. MILNER: We have here today about 6 of 
the money market dealers. 

MR, HARRIS: I think in reading the Bank of 
Canada's prief there are statements one cannot disagree 
with where they say: 

"In carrying out open market operations 
to provide or withdraw cash reserves the 

Bank of Canada usually, though not always, 

' chooses to deal in relatively short-term 
securities in order to minimize the direct 
impact of its transactions on the market." 

I think we all agree with this in theory, 
but, as Mr. Hunter has said, the theory does not 


quite follow’ because we don't know quite what is 
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1 happening, and if we always knew there were offerings 
iz for monetary policy in the short end I think it would 
3 be better. I think it reads very well, but in practice 


4 it does not quite follow. Again they say: 


5 "s.. and letting the responses of banks 
6 and others to this change work themselves 

7 out imithe markets tas. ! 

8 It sounds quite good, but at times there 


9 are little mechanical things which upset it: Markets 


10 are not the same for one dealer as another. 
AB COMMISSIONER BROWN: These are the techniques; 


12 we will get into that later. I wanted to get the 


13 principle. 


14 MR. MILNER: You asked the question, and I 

15 would say that the money market dealers would recommend 
16// Section C.28. 

17 COMMISSIONER BROWN: The next question is 

18 that if the Bank of Canada is operating on the short end 
19 of the market for the purpose of monetary policy this 


20 is obviously going to have a reflection on the long end: 


21 How fast do you think this effect should go? 


22} MR. WADDS: Sometimes it does not seem to 


Zo affect the rest of the market too much. We have seen 


24 many occasions in recent years where traditional yield 


25 curves have completely vanished. We have had reverse 
26 curves. 
27 | COMMISSIONER BROWN: Why has this occurred? 
28 MR. WADDS: That is a good question. I would 
29 like somebody else to answer that. 

30 MR. BEATTY: This seems to occur when the 
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yield on long-term government bonds becomes so 
attractive to a wide range of investors that they 
become eager to take advantage of it. 

COMMISSIONER GIBSON: They then do not respond 
much to change in the short end? 

MA eDEATTY: ‘That is: rient. 

MR. MILNER: Not too much. In recent years, 
even fou the last two years -- let us not bother 
about the last two weeks; I am thinking about a normal 
market: \) You could ‘havea rise or fall in the short-term 
market of five basis points without having any effect 
on the long-term market. That would be correct, Mr. 
Hunter ? 

MR. HUNTER: Yes. 

COMMISSIONER BROWN: Your suggestion is that 
if it is going through to the long end of the market 
the Bank of Canada should smooth it out so it does not 
affect the long-term so quickly? 

MR. HUNTER: We may be forgetting one instrumen 
that has not been used for a long time: The bank rate, 
itself. It is going to have an influence if the monetar 
authorities felt the thing was getting out of hand, 
and a bank rate adjustment might temper the psychology 
of the buyers. 

COMMISSIONER BROWN: I agree with that, but 
what we are trying to deal with at the moment is the 
question of the bills preferably. What I am trying 
to get at is an expression of opinion as to what you 
expect the Bank of Canada to do or not to do in the 


long end of the market if the monetary policy is going 


cane he). ne bap A is 
etasisslh son c Gone yee enoeete ie ive) 
Fis 


his 
Wes ay 


a Se soda ods 


} re 
i‘? oe oo} ‘ 


| af a 
& TBS owe ‘dest ant 


Bis 


nd 


rode gupakad me 2D iateow! ‘ows gael: ere 


| ish 
ot eet 6 ved Hr Ives 0! oot 


4 i ese + W BPC Logy aranS: ave ey to teols r: 
; ; Saar 


wed 


ay 


OL gO Ww dest?) tetas eved-gnol ont oe 


ahi’ 0 ae Yorn 
AOI eet! MMOD 


ml 


i ti La a | A o in i 
Ye BOLD De ahamitcetante eid tos ots [BE 

: i 7 rf 
vtiberto? sd Yen el or AZT aM ta es 


at 


oes ciated toa asd deck 


a eee ee lea 7 aie . - re . Lory ~Giee mgt oe ie a , : 
. a oer i >t ey Sa ae = ‘ én ae +> =~ 1) = 
i a a” 7 > Se oa - f a 7 é a -™~ a = - ul 7. 7 a 
fe aN i i ai i aaa rt geal > eS a a a xed — ——— oe a » . - 
- «Bs i 7 = TS 7 - b = 2 if 7 >= a ets oa i 
a 7 ~~ = - c Te = 2 “ety = — ’ as 6 
. iy 3 7 . r s -_ 
i ‘s s —_ ; — oy = " : i. aes 
: : — b ; ; we 


Sarveron GH Te sitewiin’ ds. evaed of pate vet 


i 4 


given BBW (gold oat dfo%, rer 


= “ 
SS 


os ete oe aes ono 
Seats? Fee 


foyeq eds “sequad sigin-toemtanths. : adel vase £ 


ct 0 zy | 
Ai J a M. i vt ; i ae 
sud (detid dvivw. cetma DE. WORE. manozReTM00. <q 4 
282 at Snseiom. eat ¢2 ditiw [aed oS anh ais 
h e. ae 


a 


ans a 


gece as Z ez eid ¢ eEnrs- 
8 . 09 fi 


Nethercut &é Young Ss 29 OT oe: 


Terente, Ontario 


1 to become effective through operating in the short end. 


2 MR. ELY: I think the Bank of Canada has to 
o operate in the long-term market from time to time in 
4 @ smoothing operation so that there is some continuity 


5 following through from what they are doing in the 
6 short market. 


is COMMISSIONER BROWN: What I want is the expressijon 


8 of opinion as to how they should operate in this smoothing 


9 operation. Say, through their operations in the short 


10 market the short-term goes up? 

11 MR. ELY: To carry out monetary policy? 

12 COMMISSIONER BROWN: Yes. 

13 MR, ELY: Yes. 

14 COMMISSIONER BROWN: Is it your conception 
15 that they should only gradually increase the rates 


16 or operate so that the rates in the long end change 


a7, only gradually? 


18 MR ees: ghvchink that shsierd chc.. 

19 COMMISS TONER BROWN: in other words; this gives 
20 fast movers the opportunity to move before other people? 
21 MR. MILNER: But a smoothing out operation. 

22 Meiawiwetel hadn't thought of it in that Jicht. 


23 What I was thinking about was, if the Bank of Camda 


24 are carrying out on behalf of the government a monetary 
25 policy and operating in the short end of the market -- 
26 say, on bills only -- then, there should be some relatio 
27 | between that end of the market and the long end of it, 
28 and they should endeavour to do the smoothing operation 


29 in the end not so certain fast operators can buy or 


30 sell them at levels that may not exist some time later, 
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1 but so there is a minimum fluctuation in the top securit 
2 in the country and confidence is retained in the reason- 


3 able changes that take place rather than violent 


4 changes. 
5 COMMISSIONER BROWN: This all comes into the 


6 question of the speed with which people get the message 


7 that there are going to be higher interest rates, and 
& if everybody gets the message that the interest rate 


9 is going to change at 5 cents throughout, and therefore 


10 the long bonds are going-to come down half a point -- 
11 Lam just asking whether you think this half a point 


12 should come down in eighths or by half a point. 


13 MR. ELY: It, is a difficult question to. answer, 


14 but. the smoother the operation the less disturbance 


i158 to the vast number of people who own the bonds always -- 
16 who are pure investors. 

iy - COMMISSIONER BROWN: If it is going to come 

18 down half a point, anyway, this means that some people 


19 are going to get down just one-eighth, and the faster 
20 this market operates --- 


21 , MR. ELY: The faster the change takes place 


22 the less opportunity ... 


23 COMMISSIONER BROWN: ... for competent operators 


24 in the market to get out before --- 


25 MR. ELY: Yes, I see that. I was taking another 
26 view, because certainly some of the confidence that has 
27 been shaken, some of the investor confidence that has 

28 been shaken has been shaken because of the wide 

29 fluctuation in the top security of the country, and 


__ 30 | one would hope thatfluctuation could be mitigated by 
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a smoothing operation, whether it is one-eighth, three- 
eighthsSor a quarter, is the view I was taking. 1t is 

a question of smoothing. | 

COMMISSIONER GIBSON: You are really suggesting 
that the central bank should have a view about yield 
curves at any given time. What I would like to ask 
you, is the same kind of yield curve always appropriate? 

MR. ELY: No. 

COMMISSIONER GIBSON: Are there times when 
short yields should be relatively high and long yields 
relatively low, and so on? If this is the case, what 
does the central bank do? 

MR. ELY: I think the central bank should alway 


have @ view of what kind of a yield curve is appropriate 


to carry out monetary policy, and there would be times 


when yields on shorts should be greater than those on 
longs and vice versa. 

COMMISSTONER GIBSON: But you are going a long 
way from the idea of bills preferably. 

MR. ELY: ‘I didn't say I was married to the 
fact they can only be on bills preferably. 

COMMISSIONER MACKINTOSH: You didn't say you 
were divorced. , 

MR. ELY: There are times when these things 
cannot be too rigid. The Baile of Canada say the need 
to co-ordinate central bank operations with government 
debt management operations is another reason why the 
Bank of Canada feels it should not rigidly restrict 


its dealings only in the short-term securities. I think 


that right: It should not be rigid; there must be some 
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i leeway. 

2 COMMISSIONER GIBSON: You think most of the 
3] time it should not be in the long-term market at all? 
4 MR. ELY: I think it should always have a 

5 watching brief on the long-term market, but perhaps 

6| one could say they should not be in it to the extent 


7 they are from time to time. 


8 3 COMMISSIONER MacKEEN: It has been suggested 

9| that the Bank of Canada should intervene in the long 

10} market to relieve a disorderly condition. I think it 

11/ would be helpful to us if you gave us your ideas at 

12/ what stage an orderly market became a disorderly market? 
1s | MR. MILNER: Mr. MacKeen, that is quite a 


14| question. A disorderly market, if you take my first 


15 saying where it is either up or down, the central bank 
16 || by operating in the long-term market during that period 
17 when it either became a rising or falling market, just 
13| using a hypotheti¢al theory -- say, they had $10 million 
19 worth of bonds they were prepared to play with. Over 

20 the course of a year or so they would buy and sell this 
21 $10 million: worth of bonds possibly 25 times. Each 

22| time they were doing it would merely be to stop the 

23 market going up by half of one per cent or half a point 
24| in 15 minutes or going down a point in 15 minutes. 


25 They would simply use that fund as a levelling influence 


26 to stop these very wide swings either way, but they would 
27 not eventually accumulate a higher or lower inventory. 

a COMMISSIONER MacKEEN: Would you say it would 

29 become a disorderly market when on the down side you 


ae could not get a bid at a reasonable price? 
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COMMISSIONER BROWN: What is a reasonable price? 


Z COMMISSIONER MacKEEN: Something within the 


3 range of what the market had been. 

4 MR. MILNER: Well, government markets should 
5 not vary by one per cent overnight in yield -- or, 

6 one per cent in price. That is a very wide swing, 

i in our opinion -- to have a market change by one point 
8 in one day. .There are times, such as we have gone 


9 through recently, when that might have been impossible, 
10 but under the normal spread in a normal market of 
11 government bonds, I think I am right ‘in saying if you 


12 had a half a point spread at the maximum would be the 


13 normal spread that should exist. 


14 COMMISSIONER MacKEEN: And still be in the 

15 orderly market. 

16] MR. MILNER: Yes. 

17 COMMISSIONER MacKEEN: Marketing range? 

18 MR. MILNER: Yes. 

19 COMMISSIONER BROWN: If the street anticipated 


20 this was going further, how much would they have to 

21 absorb in any one day? This is part of the problem, 
22 ECan raie heey’ 

23 | MR, ELY: A disorderly market -- usually when 


24 we talk about disorderly markets we talk about markets 


25 that are going down. The reason I bring up this point 
26 4s that disorder is caused by forced selling, and a 

27 disorderly market is caused when dealers, who are 

28 merchants just the same as a department store, have 

29 inventory on their shelves for their customers who 


because of the precipitous drop in the market are forced 
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maybe by the bank from whom they are borrowing the 
money to finance that inventory. to sell. 

COMMISSIONER LEMAN: You don't use Government 
of Canada shorts as loss leaders? 

MR. ELY: Another case of a disorderly market 
would be when the brakes on the chartered banks are 
put on too hard so they are literally forced to sell 
securities to keep their reserves at a proper level -- 
maybe forced too quickly and' in too great volume, 
far greater volume than the. market will take, so you 
get disorder. Disorder is when owners of securities 
are forced to soa 

COMMISSIONER GIBSON: Is disorder just the 
suddenness of the change or the degree of the change, 
because I would suggest to you at times if the central 
bank's desire was to really tighten the rein and 
affect bank lending policies as well as fe keeaece 
policies:that: quitesa significant change in interest 


rates may be required? 
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1 And therefore you might be able to avoid a substantial 


2 change; in other words, are you just objecting to 

3 the suddenness of it or the amount? 

& MR. ELY: I am objecting really to the sudden- 

5) ness of it and the degree. Better foresight might 

6 mitigat2 the suddennes and the degree. 

7 COMMISSIONER BROWN: We have heard in all 

8 our Hearted expressed many times the desire for clearer 
? Signals of what the central bank is trying to accomplish 
10 MR. ELY: Yes. 

11 | COMMISSIONER BROWN: And it seems to me that 

12 the nah abe ohe! stenalit-—-latidledst Miwilily nmeverse that, 


13 I would like to get your reaction to the suggestion 


14 that the clearer the signal the more violent the 


15 reaction. 

16 MR. ELY: I think that is quite a cate 

17 MR. SHAW: The sharper and more painful the 

18 Signal the more clear it. becomes. 

19 COMMISSIONER BROWN: You are Beee the the egg before 


20 the chicken. If everybody gets a clear signal that we 
a4 : 
are in for tighter money --- 


22 MR. ELY: Then the sharpness is going to 


23 be multiplied. 


as COMMISSIONER BROWN: Then you are almost in 
25 favour of not such a clear signal? 

26 MR. ELY: I think that with better planning 
27 the condition could be brought about over perhaps a 


28 longer period. 
29 COMMISSIONER GIBSON: In a gradual way through 


30 the market? 


imaateicedan: ak abyss at ane Entioen' nc San tg 


+ 
See ae pin pa Og eee ee ee ER 


ee gerieven EE i guest ta <= Lnitate, sri nensere: = | 


ares ai wy cue ro 


“225%, 


Pen a 


a ne ae 28%) oNazi. 00 4 § i 
varid som Ga) amigo #t ‘Bid: seo AmMOTeeTsaI00 tats 


ho : 
sete Begs sa ett od wel topes mith tay 09) eHtt Brdoe ah t 
weg: IGelery ston end err} aria roteeLo- ori Ma 
diel etiup et sed satis ‘vyda iA | pal 
| Rantttn Oton bes Sequscde edt s+: waHe am 
| -Bencosd Jt 1s8fd, exon “arte renate 
ahe sift Seitseuq e4¢ wo¥ 2 WWOREE FEMOLZEINMOD cc RE 
oe. ‘ects fetete “aslh s mdeq ‘ebode sore XI ,medotsio on 
“me CORO Senile soT at “aa 


od Ques at Seeadgrede end geal, 1YIe AM 


| sbetlqed fsa od | 
cl o¢omla ese Boe cag? oko AAMOLERLMMOO 
Slemgle weefle 8 dove Joa to suoyst of 


Bcame ls «seded doey Satie, ane af :aa » FM 


aoegsizes seve tats tigsond od bss 


7) ! 
5 
ran 


a 2 jaar 


ste hs 7) te i wa a paren 11 sat 2. 
oe! eee ae ant — m mere a4) 


7 


4 
im 


29 


30 


Nethercut & Young a 14 - 


Teronte, Ontario 
Me OY UM & gradual way through the 
market than giving a signal which might cause speculatio 
in securities which are not deemed by the investor to 
be speculative. 

MR. MILNER: In other words, Mr. Gibson, 
what Mr. Ely, I think, is saying is that if the bank 
for proper reasons wanted to tighten the monetary 
supply, the flow of funds, that by the time they had 
tightened them sufficiently the market would have 
moved prior to that point; in other words, they would 
have gradually altered the interest rate so that there 
was not a sudden violent change in one day's time. 

COMMISSIONER GIBSON: What you are saying is 
where you baie enough foresight to avoid crises? 

MR. MILNER: No, crises are a different thing 
altogether. That is a thing that is almost impossible 
to cope with but on normal business conditions. 

COMMISSIONER GIBSON: To avoid disorderly 
Sonate tons on the market. 

MR. MILNER: To avoid disorderly conditions. 
Forgetting about this last month, in the last two or 
bike years there have been very marked changes in 
interest rates, very wide swings in interest rates 
that I would think could have been evened out to a much 
greater degree than we have witnessed. 

COMMISSIONER BROWN: How would this be 
accomplished because there was no clear signal in 
that period? They were all gradual and they became 
clear as people knew what was happening. 


MR. MILNER: I think that the central bank, 
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Terento, Ontario 
1 for instance,after.they changed governors a year or 
2 so ago, there was a pretty clear signal given that 
3 the monetary policy was being altered and money would 


4 become easier. This would take a certain amount of 
S time for that to get into the stream and it was then 


6 tightened up at odd times here and there because they 


7 Nad ios tooamuch moneyrin, it. and I think in ‘the last 
8 year or year and a half that we have witnessed bank 
9 Signals and I think if you go to England, for instance, 
10 or the American market usually what happens there is 
11 that the bank rate is altered after the event is over. 


12 The market activities would, owing to the fact: that 


13 money Ls’ becoming easier, there will be’a@ drop) in) the 
14 bank rate and should the drop occur it does not affect 
ih) their long-term or short-term market to any appreciable 


16 extent. 


17 COMMISSIONER LEMAN: I would like to get some- 
18 thing a little more clear in my mind as to what is the 
19 balance of your opinion on ea ae You said that 
20 if the Bank of Canada as a matter of course stayed 


21| out of the long-term market the market itself would 


22 be broader and I presume you meant by that that it 


23 would tend to be more orderly, does that follow? 


24 MR. MILNER: Yes. 
23 COMMISSIONER LEMAN: Are you in fact saying 


26 the bank should adopt this policy and when the investmen 


27 dealers, those who are in the primary market for 
28 securities, are unable to keep it orderly then the 
29|| bank should step in? Is it not reasonable to assume 


30 that for someone to accept this sort of last resort job 
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to back up a market that has become disorderly, 
it is much easier to do this if the primary agents 
figure, in their own minds how they will operate from 
time to time to prevent disorderliness.? It is hard 
TOTaASCcept “Chis ‘sort ‘of vlast iditch job. You cannot 
guarantee to the Bank of Canada that you can keep the 
market orderly, can you? 

MR. .COX: No frwe cannot control cur "customers. 

COMMISSIONER LEMAN: I think a fellow, any 
institution or agent is entitled to have the whole 
JOUnTONOGlor, Nothing at all. 

MR.. WADDS: There is a pretty wide range 
of opinion vas bs how much the Bank of Canada should 
be in thisi.long-term market. I do not think it should 
be in it at all under any circumstances and then we 
would have a market that would be at least realistic. 
This: is a personal opinion but I would far rather take 
my chances with free market forces than dwell in the 
field of uncertainty that we are in at the moment and 
I think it is fairly general here, as shown by dealer 
inventories, that there is a reluctance on the part 
of most dealers to take long Canada bonds. At the 
same time I think many of the dealers have taken very 
substantial positions in long-term provincial bonds 
which is a pretty free market. You can see this fact 
by long Canadas to a certain extent but nevertheless 
there has been more incentive to take positions in 
long-term provincials than Canadas for some time. 
MR. COX: You know central bank cannot use 


provincial bonds to implement its monetary policy. 
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1 COMMISSIONER GIBSON: So you have a pretty 
v wide range of opinion on this, really.. 

3 COMMISSIONER BROWN: If the Bank of Canada 
4 were out of the long-term bonds and there was this 


5 Change in the short-term Canadas would you change your 


6 long-term markets? 


7 MR. WADDS: Well, a free market is supply 


8 and demand. I do not think we would significantly 

9 change our long-term market. You take these long bonds 
10 on the premise that you oan sell THEN vows nova 

11 speculation. | 


12 COMMISSIONER GIBSON: You have to assess the 


13] market and make tip your mind? 

14 MR. WADDS:: Yes. 

15 COMMISSIONER GIBSON: One other thing about 

16]| this business about the long operations by the Bank 

17 of Canada that I would like your opinion on: Suppose 
18 the country has an investment pool and there is more 

19 capital investment going on than you have got resources 
20] to handle, in other words, the situation brought about 
on by a big capital investment boom -- and we have had this 
on) situation in Canada. Some people believe in those 

Zo circumstances that the central bank should deliberately 
24 try eeeieae the rate of interest, .If.so, if you 

25 tell us you are not working the long-term market, 

26| that may not work as well. Any thoughts on that? 

27 MR, COX: They have got a whole set of tools 
28 available to them and open operations is only one. 


29/ Could they not influence the trend of interest rates 


30 by using some of their other tools? 
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COMMISSIONER GEBSON: . I) do not: say) this:is 
likely to happen often but it has happened when you 
are in a position where you have a capital investment 
boom which is excessive on its demands on the economy. 

MR.COX: Like we had in 1955 and 1956? 

COMMISSIONER GIBSON: Yes. What do you do? 

Do you just work in short things then? 

MR. COX: Won't the demand for capital change 
interest rates by itself if the demand is greater than 
the supply? 

COMMISSIONER GIBSON: That is what I am asking 
you. 

MR. COX: Won't interest rates go higher withou 
central bank action? 

COMMISSIONER GIBSON: It should but maybe 
the central bank wants to give it a push. 

MR. COX: I would think it would be appropriate 
to think about using some of the other tools they have 
at their disposal. 

COMMISSIONER MACKINTOSH: I think the differenc 
between you and Mr. Ely is that he would nudge that yiel 
curve along. 

MR ELY:) DTethink tthereits<«an ‘essential:differe 
in our ae aac here MOVIL tadvit dist Pieurke stoyfthink: that 
they should not exert some influence in the long-term 
market. 


MR, SHAW: Perhaps I had better stand up and 


“be counted here. I would like to go back to the wording 


_in the brief and, speaking in a personal point of view 


because even within one organization you will get 
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different points of view -- I think personally that 
the Bank of Canada should operate strictly within the 
bills preferably area, the exception being during 
periods of.,crises rather than disorderly markets. We 
have been trying to define disorderly markets and I 
think Mr. MacKeen came as close to it as I might have 
done that when you get no bid within a reasonable length 
of when the last previous trades have taken place 

or no offerings within the same limit you are in some 
sort of a disorderly market. The dealers should 

have the opportunity of contending with that in their 
own way to the point where, if it gets completely out 


of control..then I think you get into a period of 


crisis and at that stage the central bank, in my view, 


should depart from the bills preferably concept. I 
think the wording here would clear my position. 

COMMISSIONER MacKEEN: Mr. Shaw you think 
if the Bank of Canada had no long-term bonds they 
could not do anything very much to halt a disorderly 
upswing, could they? 

MR. SHAW: They might. like to do as we have 
to do; they might have to borrow some from the dealers 
who were short. If we found ourselves in that very 
desirable position I would think the chances of a 
crisis developing would be considerably less. 

COMMISS TONER GIBSON: I think we have discussed 
this question at a fair length. Could we go on to the 
question .of the term of the national debt. In Section 
B, paragraph 55 you suggest that the term of the 


national debt should be a bit longer in Canada than the 
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States because of the more open type of economy and 


less developed markets. What do you think the average 


term of the debt should Bee Canada as a general 
proposition? ; 

Une pr laave Sela yn GLOSsOl yn ula wu 
think it should be longer than in the States, the 
reason being that in the States semi-government bodies 
finance themselves in the long-term Heese whe reas 
in Baron Moverenent bodies are financed by the 
government. Those same bodies that would be long-term 
borrowers are financed directly by the government. I 
do not know how you put your finger on exactly what 
average term our debt should have but let me‘ put it 
this way, that the problems that have been created 
in the American market by having the very short debt 
are not insurmountable but they are close to it and 


they have the problem of raising money coming at them 


every few months and if that circle continues where 


do they awa 

Now, therefore, one assumes that the longer 
your Rene the easier the debt management becomes and 
certainly for borrowing on the part of the government 
in many cases money they borrow is for long-term 
purposes. On balance I would say that the longer we 
can keep the average term on our debt in this country 
the better conditioned by the fact that they must have 
at all times enough debt in the short-term sector 
to control monetary policy. 

COMMISSIONER GIBSON: Then, how do you go 


about carrying out this objective of keeping the period 
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Or det ae long as you can? You are suggesting that 
when conditions are depressed there should be a good 
deal of refunds and conversion of long returns? 

Ma? BLYesehowsdoengouvrovaboeute ie? 

COMMISSIONER GIBSON: Yes, because when 
conditions ine depressed you want to get the stimulus 
from monetary policy in terms of somewhat lower interest 
rates and if you take advantage of that to refund a 
good deal of debt to longer terms you may not pass 
this benefit along to the private economy to the same 
degree, In other words, there is something of.a conflic 


here between desire to convert the long-term and the 


desire to stimulate the economy by lowering the 


interest rates. What are your views on that? 

MR. ELY: I see what you mean and I appreciate 
it. The reason we have not been able to extend the 
average term of our debt is a certain lack of confidence 
in the securities involved. If that confidence returned 
by oroper management of our over-all policies there 
would be a greater tendency on the part of Canadians 
to buy the long-term debt and in that area it may be 


reasonable to expect that there would be more stability 


in the long-term market which is what the long-term 


investor is looking for. 


COMMISSIONER GIBSON: And the idea of stability 
in the long-term market is the real motivation, in 
your thought, that we do things in long terms in 
periods when business is depressed and when there 
is an upturn in business you would accentuate the rise 


in long-term interest rates? 
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MAGEE LYSS Thratesis: right. 

COMMISSIONER GIBSON: And this is really a 
very interesting dilemma -- and it really is a dilemma - 
between debt management and monetary reform? 

MR. ELY: Yes, 

COMMISSIONER GIBSON: Anyone else have any 
views? 

MR. MILNER: That is one of the things that is 
right CE OOEHae our thinking, that that would be 
one of the Ls of stopping the greater fluctuation 
impinvenestTaraces. 

COMMISSIONER GIBSON: Don't you see lower. 
interest rates sometimes and higher interest rates at 
other times as useful tools of national economic policy? 

MR. eMILNERsehYes, but I do not think the very 
wide spreads are as effective as more gradual changes 
iniinteresti policy. Following your line of thinking 
we would never have as high a long-term market if. 
at times when we wanted to make money easier instead 
of having our interest rates go to, say, 3 per cent 
they would wae go to, say, 4 per cent because there 
would be @ greater pressure on the longer term market. 
We would not have nearly as wide swings as we have had, 

COMMISSIONER GIBSON: But the question I am 
really trying to get to is do you think the combination 
monetary and fiseal policy could be effective if there 
were not quite wide swings? 

MR. MILNER: Those swings could be more 
accentuated in the short-term and less in the long-term. 


COMMISSIONER GIBSON: Really you are saying 
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i. you would like. really more stability. in. this: picture 


2 than we have experienced in recent years. That is 

3 a fair statement, is it? 

4 MR.. MILNER: Yes, that is a fair statement. 

5 3 MR. ELY: We are really portraying the views 

6 of the investor along that line. 

7 MR. BEATTY: tt has been used to a great extent 
8 to combat business cycles. 

9 COMMISSIONER LEMAN: But going back to the 


10 matter of signalling, don't you think with this process 
11 you might take as a signal the decision by the federal 
“42 government to lengthen the term of its debt at any 
13 moment as an indicapion that in their view they have 


14 about come to the peak of the market? Would it not 


15 be interpreted as such? 

16 | COMMISSIONER BROWN: What would be the effect 

17|| on the market? 

18 MR BEATTY, 2ti would. tendto reduce the: 

19 extent of the swings. 

20 MR. SHAW: Should not the federal government 

21 be expected to take a somewhat different view there 

29 than other credit such as provinces and municipalities 

23 or corporations who understandably seek to float their 

24 issues at the most favourable level of the market 

25 to them whereas when dealing in the federal field and 

26 you have many objectives, that the federal government 

27|| should not be so concerned with reaching the top of 

28 the market for their financing? If they are right 

29 in that objective or successful in that objective then 
___-30| tee sell their issues at the time and in the meantime 

the public who own them are a discontented lot. 
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1| Their objectives “are manifest although “I 
2 ‘do not think the federal government should be quite 
3 prepared to accept the difficulties involved in 
4d. operating long term issues perhaps at the higher 
5 level of the market. THiS WOULdsacisry ‘that 
6 and would achieve that objective of lengthening 
7 out the debt, making your other tools in the monetary 
8 policy field much more effective. 
9 COMMISSIONER GIBSON: With’ the benefit 
10 of hindsight on this whole question of term, would 
11 you care to express an opinion about the effectiveness 
12 of the conversion operation of 1958? 
13 MR. SHAW: The effectiveness or the effect? 
14 | COMMISSIONER GIBSON: ~The*éeffectiveness. 
15 MR SHAW? .It is quite effective; Io think, 
16 in obtaining the objectives they set out to obtain. 
t/ It is a successful operation from the point of view 
18 of the government to extend the term. 
id COMMISSIONER GIBSON: Yes, but looking 
20 back on it? 
eR MR. SHAW: Looking back on it now, the 
22 cost may have outweighed the advantages to some extent. 
23 tT do not adhere to the view that it was an entirely 
24 bad thing, but it did bring in some very unfortunate 
View developments. 
26 MaeOREe won Lie Lo Ter aguite ileatr tO say 
aT here that at the stage when they were initially under- 
28 way on the conversion loan there was very marked 
29 Fe OS oie ot in the American bond market to which 
30 our market bears a relation, so that some of the 
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Terente, Ontaria 
1 criticism, I think, should be mitigated if one:looks 
2 at what happened in a market right next door to ours 
3 which we could not fight... 
4. |) A COMMISSIONER GIBSON: What I am really getting 
5 at is, do you envisage that we are going to have to 
6 BO; d.j00 pice Unis every tive Or Six Vvears, LOweeL 
7 reasonably stable, and if so, what did we learn from 
8 the last conversion? 
9 MR. BLY .NoO, I do noe think we have, to 
10 ado a job like this every few years, Mr. Gibson. 
11 I think it. can be done gradually at the appropriate 
12 levels, because with the stability which we ask 
13 for and the same increase in confidence in the way 
14 the country is being handled, there is a market for 
15 Long term Aes Ae ee pl There is a sufficient market 
16 for resp sre ai government securities to allow it to 
17 issue long term securities. 
18 MR. MILNER: The conversion, Mr. Gibson, 
19 was too great for the size of our debt. The conversion 
20 was too big. Had that been, whatever percentage 
1 you want -- 15 or 25 per cent of what they bid -- 
22 there would not have been the repercussions that 
23 eceur. Tuam certain. of chart. 
24 COMMISSIONER BROWN: You mean, in other 
25 words, if they had not been so successful in their 
26 operation it might have been better? 
aN | MR MILNER. Ves. av vbhe beginning uit 
28 was too big. We tried to do too much in one operation. 
29 Of course, the handling of the after market in our 
30 opinion was a tragedy. 
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Terento, Ontario 
1 COMMISSIONER GIBSON: Of course, there 
2 was no escaping the fact that interest rates were 
3 Zome LOvzo up. They went up abroad. 
4 ||. MR. MILNER: Yes, they. went4ip everywhere. 
5 COMMISSIONER GIBSON: They went up here. 
6 In your opinion did it accentuate the rise, or was 
7 it about the same? 
8 MR. MILNER: The chartered banks knew 
9 very well what would happen.When the chartered banks 
10 foresaw the change of interest rates the government 
11 maintained its purchase funds at par until they 
12 bought back a huge Ae of bonds. That effect 
13 would not have occurred had the government had an 
14 orderly market, alternating their price until the 
15 selling dried up. I do not know what the price 
16 would have been, but it would not have eone from par 
17 at the opening to around 96 or 97 in about one minute. 
18 COMMISSIONER BROWN: They should have 
19 gone. down eradually?- 
20 MR. MILNER: They should ete kept dropping 


21 off until the’ selling dropped off, but by arbitrarily 
22 setting a standard price with a sum of money involved 
23 and just running out of the money and that was the 


24 end, that was a bad thing. 


of MR. WADDS: This also occurred on the longer 
26 end with the insurance companies; particularly in 
27 relation to the long conversion bonds. They immediatel 
28 saw the changing interest rate and they unloaded them 
29 as quickly as they could, so there was quite a lot 

me  30 | of pressure on the Bank of Canada. 
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Terente y Ontario 
1 
COMMISSIONER BROWN: This was the point 
9 : 
that we were discussing earlier. The more people 
3 c 
that become sophisticated, the faster that happens 
4 
in any event. ¢ 
5 
MR. WADDS: That was my original argu- 
6 
| ment, Mr. Brown. Livbonds start.c .ito’disappear 
ry 
the sellers stop selling. This is the practical 
8 
effects iThey .cannot ‘selliand they willonot)sell 
9 
them scaled down. 
10 
COMMISSIONER GIBSON: Would you like 
11 
to talk about bank rates? In your recommendation 
12 
23 you suggest that the bank rate should be re- 
13 ; 
established, but in recommendation 24 you also say 
14 
that the present system of a floating rate should 
15 
continue to apply in money market jobbers. 
16 ; 
At the present time we have just about 
17 
this, of course3 we have got a special announced 
18 . 
bank rate anda bank rate which is a quarter over 
19 ? 
the treasury bill rate for money market jobbers. 
20 
in Section, Cc, paragraph 43; it states 
21 
that the dual rate does not seem to make too much 
22 
sense if people do not borrow money at both rates. 
Za 
Supposing you suggested that the chartered banks 
24 | 
borrow at 6 per cent and the money market dealers 
25 
at the other rate; what about this? Do you like 
26 
this change in securities from the point of view 
27 
you had in mind? 
28 
MR. MILNER: Here again we had differences 
29 
in. our own viewpoints of the dual rate, but if I may 
30 
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: speak for a moment about the fixed bank rate I shall 

; CO SOx 

: I know that tis‘ WS ereav diiricuity in 

ai a country such as Canada being so close in the North 

; American continent to the United States that a fixed 

7 bank rate here is much more difficult for us than 

f for most normal countries. On the other hand, it 

; is overweighed, in my opinion, by the fact that I 

; think all over the world we have in all the so-called 

free world where there are. central banks, what is 

known as the bank rate, the bank rate gives an 

- indication .to,cutside people’ or"the general monetary 

a eonditions which necessitate the bank rate being 

a at whatever it happens to be at -- 3, 4 or 5 per cent. 

ch We were practically unanimous in our view- 

ae point that Canada over a long period of time would 

“ be far better off with that fixed bank rate as an 

indicated rate even though itis Nov used to ie sean 

4 RL Nee it set hinted in other countries with the 

central banks. 

“a When it came to the money market dealers, 

= this was in a rather difficult category. As you well 

4 know, in the American market they have no such thing 

Ai as a double rate, but they have another method of 

a accomplishing the same thing. This is done by the 

ss federal reserve being willing to purchase securities 

a from money market dealers with no obligation to purchase. 

de It is clearly a different type of purchase and resale. 

<td We have a line of credit. The money market dealers 
30 
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l ? 

have obtained that line of credit, and we think that 
, the quarter penalty rate is a perfectly rational 
: situation compared to a similar situation in the 
a United Seah We also came to disagreement among 
; ourselves as to whether two rates might defeat 
‘ the purpose of only having one rate. Tawthninkn Me, 
: Harris should start in this regard because he was 
4 one of those very interested in this bank rate. 
: MRen HARRGS ss ce wasilookingwat this 
a Situation from the money market point of view. 
First of all, speaking from a very selfish money 
, point of. view, the variable rate fills a useful 
a ‘function inasmuch as it irons out changes in availability 
ii of day loans. We have to bank our inventory in that 
? day loan sae aies be: There have been operations of the 
id central bank contrary to chartered banks, which has 
? kept the cash requirements pretty strict over the 
i period of recent years.’ There were times when 
r money was not available so dealers had to go to the 
Bank of Canada quite often, although the Wednesday 
ag evening figures ee, Show this as eleven weeks ey 
a. 1961 for the total year. However, I think that 
e on ea ace occasions it happened other than 
‘a on Wednesday nights. The dealers, if they carry an 
inventory, take a responsible role in making any 
a difference in the money market. Money market dealers 
a feel there is some accommodation available to them. 
‘i From a very selfish money market point of view we 
i feel we could be satisfied with this rate, and it is 
ae recommended in the money section. 
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When you actually come to the two rate 
system setup, the immediate problem is, would anybody 
borrow at the 6 per cent rate; would the money market 
dealers help the chartered banks out so that nobody 
would be using the 6 per cent? Lf the Bank of Canada 
took these steps and the dealers would not undertake 
to help the chartered banks out during periods when 
Cisse Were scichus thas .as-a DrOolem she think Unis is 
@ necessary move to make this thing work. I am sure 


that they would abide by that policy. If we have to 


try to continue to keep that amount of money market 


Securities which are necessary in the development of 


the money market, one needs to know where the source 


of borrowing is. 

At times in the past certainly when we 
had a fixed bank rate there was a wide Spread between 
the bank rate -- in 1955 and early 1956 -- and the 
money market rates. | Since then I think the ee 
market has grown because the dealers have felt a little 
more secure in holding money market securities. 


From the money market point of view there 


48 an advantage ina flexible rate. .There are certain 


differences LAVELLE VDOLaT OL AV CeWs 

MRO MULNERe a Me. Cox, wouid you Like Go 
comment in this regard? 

MR. COX: The point of view that I took was 
that any hint or indication that there was a dual rate 
tcok away from the effectiveness of the fixed administered 


rate. I think that we all agreed that we wanted this 
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PeLUInedsetO.ea- Axed rate because, this.is a.signad that 

indicates that a change in economic conditions are in 

the offing or perhaps have already commenced to show up. 
The point. of view I took-.in.respect. to.the 


special lower rate to the.money market dealers was 


that if the bill rate dropped considerably lower than 
the bank rate -- say that the bank rate was 6 per 


cent now and the bill rate got under 5 -- somebody 


is wrong. If the dealers are able to move their 
bills at something under 5 per cent the Bank of Canada 
monetary bolton is not in keeping with its administered 
rate level. On the other hand, if the dealers are 
wrong in.bidding bills. up to something under 5 per 
cent, I do not quite see why they should get a special 
cushion. for.thenm. in. the, normal course of events in 
our business if your judgment is wrong you pay the 
penalty, and Lf your judgment is right you profit 

Pome a0 

I should like to say in passing also that 
subject to the change in the bill level today the 
dealers are now able to borrow at 5.68. You technicall 
borrow at 6 per cent but because you borrow at 7 and 
only get credit for 5, when you are establishing your 
Cash Pa04L0 211. G0.n0u, Ghink, Loss untalr.to say you 
ba 6 plus 40 per cent which is 8.40. 

I think that perhaps Mr. Rasminsky has 
recognized the same difficulty in the weakness of his 
position of having the dual rate by getting in touch 
with the banks and dealers. I would not like to think 


that we are going to leave this dual operation in force 
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1 too long, because this would enable the bank, if it 
f saw fit again, to get away from the fixed rate. They 
> hint in their submission to you that there are pros 
4}. and cons both in respect to a floating rate and a 
5 fixed rate... I would think. I would not. like. to. see 
6 them get away from the fixed rate. 
7 COMMISSIONER GIBSON: In other words 
8 you Monta ie CO. See them, Atabb were possible, re- 
9 Dura 10, One ti xed rate? 
10 Mie CO OX st ayes’. 
ae COMMISSIONER GIBSON: What would you think 
12 about a compromise idea; instead of having one-quarter 
13 of one per cent of the treasury bill rate for the 
14 floating rate to have a variable percentage above 
15 the pore ae bill rate depending on what the Bank 
16 of Canada thought? Tis 2G enOuen ce money, was getting 
17 tighter it might make it one-half, or if it was 
18 Beco ne LOOss Or @acleria it might: make1 0) one-eleanth. 
19 MR. COX: That would still defeat the 
20 effectiveness of the administered race, Liomy wi ean 
21 COMMISSIONER GIBSON: I suggested that 
22 DS UGA VOL. oe. OCNerty ir. iOOks. 
as 3 BR COXS aT wold: Noted kel ro sees) Sev 
24 away from the administered rate. 
25 | COMMISS TONER GIBSON: If, you varied the 
26 rate it would be a signal. It would be a conscious 
27 act there for people to see. 
28 MR.: COX: Would it be as well understood? 
(29 | COMMISSIONER GIBSON: I do not know. 


30 MR. COX: Would it be as well understood 
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internationally as domestically? 

COMMISSIONER GIBSON: It would be more 
Céecnnical,, that. is. clear. Would you say it would 
be desirable in your, opinion? 

MR. COX: I think it would have some effect, 
but I do not know that it would be quite as effective. 

MR. WADDS: I do not think it would be 
as effective as the floating rate which we have had, 
Which was virtually nil outside the country as well 
as inside. This was the one.thing we could look to 
to.give us some guidance. 

. COMMISSIONER GIBSON: But if the Bank of 
Canada instead of Saying that the bank rate is one- 
quarcer over.the,treasury bill rate, it said it is 
one-half over the treasury bill rate, this..is..an 
expression of opinion and not an automatic eines 

MR. WADDS:. It is still affected by the 
Dubite tender, .1Siilb note 
COMMISS TONER BROWN: What do you think 
the effect on public tender would be? 
MR. WADDS: The only reason.I.say that, 
Mr, Brown, is that it has happened over the years 
and: has been occurring on the bill market and it 
Seren seemed to me that there was a strange thing 
when we had a so-called fixed rate that could be 
ehpactad by the dealer or somebody blowing up the 
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MR. COX: There is one other thing involved 


here. it is recognized by some that the central 


bank policy could be more ber eceiye if they used 
more than one tool; if they used the open market 
policy to change the bank reserve, and they also 
want. to change the interest rate. If they change 
the discount rate at the same time, probably the 
open market operation could be less extensive 
With less risk of creating disruption in the market. 
COMMISSIONER GIBSON: Do I detect a 
difference of opinion between you and Mr. Harris? 
You would like to go back to the fixed rate and 
drop the floating rate? 
Pi COX Sin ee fe 
COMMISSIONER GIBSON: And Mr. Harris, I 
think, likes the dual system, is that fair? 
MR. HARRIS: From the money market point 
strict 
of view it is better. From the/point of view of 
the money market it plays a useful Pineeiene 

COMMISSIONER GIBSON: THis, 28 part OL rune 
consideration. Do you think the floating rate is 
good from the money market point of view? 

MR. HARRIS: Again going back to the problem 
discussed before the recess, it floats back and forth. 
We do have a problem in moving funds back and forth. 
Lhe Ls affected by the situation in the United States. 
If you are going to have a bank rate that is fixed, 
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difficulties in the money market caused by changes 
taking place between the two countries interchanging 
short funds. Certainly from the money market point 
of view there are difficulties involved. 

As I.say, there are other arguments. I 
do not think the money market dealers disagree with 
The other aratmentas ae ann, Vbubvthere is this conridvet. 

COMMISSIONER GIBSON: What do you think 
about the idea of changing this to a sort of floating 
rate? 

MR. HARRIS: I must say that it is a new 
idea which I had not thought of before, or even heard 
mentioned. On the whole I do not know whether it 
would help. Perhaps it might to a certain degree, 

I still feel this quarter of a point is a good working 
figure for the money market. aL porenig ies dite better 
off with one or the other, but I do not think that would 
really solve the problem. It would be another way of 
avoiding certain responsibilities. I suggest this 
would create delays in making the change. The Bank 

of Canada again seems to’feel here that the fixed bank 
rate might be changed, but that the bank rate would 

be delayed until it was more certain that a change 

Was indicated. mre again brings up the other problem 
of when to change it, and when to give the signal. 

MR. MILNER: Mr. Ely, do you wish © say 


something in regard to this subject? 


) 7 a 


. ‘austin sie ot — tered wis to % cai! ae a 
i ne 0% oB sai MoRate swore = os 
| gna? to stoe 8 si Ae yaar we 


x 
a 


wie fi) — et 


at ae 
| wah g ak tL Seely aa ioe i. ‘:etanag : 2 cae § 
; bd i m 


bo Bee ceva #2 eroted.. to St gHods: Jon bad i doz 


4 Pr ech torie mere go2.08'T efor od 40. pennant 


By. oevabb rihetves 6 a4 dveim ot eqadet | .afed bIuow 


‘| - ertvetw bode s ef, salog 6 29 “ovrTsup Birdy feet fide: pA a 


i ‘ : “7h we i 
; eacded ot5 ow unidy I . Fort em yornom ona “0% onary “oh 
' t mn 

i blidowe tens satad) ton,0G T..dud .tecio etd Yo sno pre ti0. 

| & ee } ; i 


+e yaw. wadtora ad Bisow JT _mefdonrq. edt evioe ¢llsox 
att? teeqiue I ~aerciitdlenoqnes miadtes Brtpieve 
| _ sine eet , etree. odd aatiem Ot eystes etsexs SLOW 


re 


paxe? edd ders ret [aet'o? enpee nt sas shares) to 
bivow sven amad off Sartd god  begaedo ed drtagtet ovat 
ascend. tad? oledees stom esw a Lisi beysieb ed: 
. ugicdokGg “acide ed? qu 22a antag ALSSe ordi sbegeotbad eaW 
| 


levate edt svig.os sedw bas At sanedo + nodW 43 aA 


: 
4 
. ¢2h co sai doy ob .Wla. .e Rae a 
; 7 man 
J Ny a 
j “4 ‘- 
ie 
| , 
i ‘% 
. ‘ 
i lees » AUG eae 
> 5 i 


ay 


30 


Nethercut & Young ss 2936 = 


Teronte, Ontario 

MR. ELY: I was one of those who had 
views that we should consider a dual rate. The reason 
for having a different rate for many market dealers 
than the fixed bank rate in my opinion was that if 
bills were selling considerably below the administered 
rate it would considerably inhibit the size of the 
money market if dealers had to go into it at a penalty, 
and the size and depth of the money market is an 
important thing in this country. These are my 
considerations in suggesting that they should hang on 


to the quarter of one per cent above the average so that 


there wouldh't be a large penalty at times which would 


make hills and valleys in the broad concept of the 
money eee 
COMMISSIONER GIBSON: I am just trying it out. 
MR. ELY: Your idea that from time to time 
there might a change. in that quarter of one per cent, 
according to which way the income was going, I think 
has aLlot..of merit; » It is::worth thinking about, and 


studying because it could act in a smoothing way with 


regard to the money market. 


‘MR. SHAW: Is it the case, Mr. Chairman, that 
the spread between the money rate and the bank rate 
of as much as one per cent necessarily means that 
somebody is wrong? Is it not true that. in England -- 


I have a chart in front of me here from the period 


1952 to 1954 -- well into 1954 -- and the spread between 


the treasury bill and the bank rate was 2 per cent 
in favour -- the bank rate was at the higher level, 


the bank rate was staying at 4 per cent, I think, and 
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the treasury rate was reaching between 2 and 1-3/4, 

and isn't that sort of thing likely possible to happen 
without necessarily one or the other being wrong? 

We don't want to change too frequently; we have seen 
occasions in the States where the bank rate has been 
below the bill rate’ for some. little time’ and: the dealers 
have been able to take some benefit from carrying this 
on inventory for their own account. 

COMMISS TONER BROWN: I wonder if the example 
vou quoved@in che: U.K.) treasuryotreasury bill, rate is 
entirely pertinent, because over there so many other 
things are tied to the bank rate. 

MR. SHAW: To that I agree. 

COMMISSIONER BROWN: And that doesn't apply 
here? 

MR. SHAW: No. 

COMMISSIONER BROWN: The other question I would 
like to ask is if the bill rate is considerably below 
the administered rate or the fixed bank rate, how 
effective is this fixed bank ‘rate? 

MR. ELY* It becomes less effective if that 
takes place and rather indicates that the fixed bank 
rate should be reduced. The interest rates are tending 
towards what the befeice cepdisice thinks -- the way the 
market place thinks the economy is going. 

COMMISSIONER MACKINTOSH: Can I ask a question; 
by a. fair bid or by this open market operation, or both, 
can the Bank of Canada fairly well control .the bill rate? 
MR. BLY: - As you probably are aware, Dr. 


Mackintosh, the Bank of Canada always -- there is always 
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Terento, Ontaric 
a bid made by the Bank of Canada at each auction for 
the entire issue in case there are not enough bids 
from other money market concerns to take up the option, 
so therefore they can have a very marked effect. 

COMMISSIONER MACKINTOSH: What I am getting 
at: is if the, bank, rate is fixed and your bill rate is 
5-1/8, or whatever it is, has the Bank of Canada the 
tools to move the bill rate into what it thinks is 
the proper relation? 

MR. ELY: Yes, issue more bills. 

COMMISS TONER MACKINTOSH: And maybe that is 
the system? 

MA Gab LY tai Lo. Deinpa rh of ehewsys tem , 

COMMISSIONER MACKINTOSH: And this problem 
of the two being in conflict if the Bank of Canada 
acts in this way --- : 

MR, ELY: If they take the proper action it 
disappears. 

COMMISSIONER MACKINTOSH: I don't think we 
can devise any system that will work if the Bank of 
Canada acts in a different capacity. 

MR. ELY: Quite correct. 

COMMISSIONER GIBSON: On the question of the 
‘Ho kinds of rates; floating rates and tax rates, is 
there much difference in the response in investment 
dealers in their attitude and the advice that they give 
their clients to the signals that are received to the 
two types of rate. How do you respond to the floating 
rate? 


MR, COX: I don't think the floating gives 
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1 you much of a signal in the fact it moves a few points 


| from week to week. I don't think this is a basis for 


3 advising your clients one way or another. 
i COMMISSIONER GIBSON: You don't regard it 
S| asa signal generally? 
6 My *COk: % No? 
i COMMISSIONER GIBSON: Even though the Bank of 
8 Canada is a major factor in the market? 
9 MR. COX: This is something you may or may not 


10 know and they refrain from saying, or they may be buying 


11 bills or selling bills for one of the government account 
12 COMMISSIONER GIBSON: This is your basic objection 
ov 


13 to the floating rate, that it is/enough of a signal? 


14 MR. COX: That is my objection, yes. I don't 


15 know that I should speak for the association there. 

16 MR. MILNER: In the past few years the floating 
17 rate that we have was influenced by causes that had 

18 nothing to do.with the monetary supply outside of the 

19 fact that if you had a very large delivery of , say, 

20 Quebec Hydro and Ontario Hydro at the same time it 

21 would affect the chartered banks in their loaning 

22 position and you have a fluctuation of the bill rate 


23 that wasn't caused by anything monetary, it was caused 


24 by a delivery problem and the publicity in the paper 
25 saying,"The bank rate goes up 11 points during the 


26 week" and it didn't go up at all and there was no 


27 change in the monetary policy. 
28 COMMISSIONER GIBSON: This happens frequently. 
29 MR. MILNER: Oh, it happens frequently. 


au MR, HUNTER: The bank rate is the only 
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indication other than the annual report which the 
Governor publishes as to what his thinking is during 


the year, and I think we all feel we would like to 


‘know when he has changed his opinion about things 


because the Pa chine is virtually the only way we know 
whether there is a strong market or not. 

COMMISSIONER GIBSON: And this is something 
which would happen only rarely? 

MR. HUNTER: I shouldn't think it would happen 
often. 

COMMISSIONER GIBSON: How are you going to 
run your money market if you just have a bank rate that 
changes once in a long time? 

MR. HUNTER: Well, I sere been with a firm 
and in the money market business and I don't like the 
idea of the floating rate from this point of view, 
but if were to run the risk of losing the fixed bank 
rate I think we would invariably be prepared to work 
on the bank..rate. rather. than the bill rate. 

THE CHAIRMAN: We shall adjourn now until 
2.00 o'clock. We will not be through by 4.00 o'clock 
this afternoon and I am saying this for the benefit 
of those who have in mind leaving on the 4.00 o'clock 
plane because I think it is pretty definite we will be 
longer than that. 


--- Luncheon Adjournment. 
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--- On resuming at 2.00 P.M. 

THE CHAIRMAN: We will now resume. 

COMMISSIONER BROWN: I wonder if I may ask a 
question in connection with secondary reserve requirement 
of the chartered banks. You recommend that the chartered 
banks be released from the requirements on secondary 
reserves. My understanding is that when this was 
instituted one of the thoughts behind it was that by 
forcing the banks if they wished to expand contra’: 
monetary policy to sell short-term Canadas which would 
involve a greater loss that this would dissuade the 
banks from taking this action, and we rather gather 
from C.40 that you don't think this is quite operative. 

MR.COX:- I think’ the major objection I had 
was this falls under the heading of moral suasion because 
there is no legislation. The Bank of Go nade ces ceded 
all the banks to agree to endeavour to maintain -- I 
think that was the wording. This thing has been in 
existence now for six years, and it is usurping the 
power of government to legislate. 

COMMISSIONER BROWN: Let me reword my question. 
Do" T gather from your remarks now that if this were made 
part of the Bank Act that you would not have the same 
objection? 

MR. COX: I think this is something that probabl 
should be examined in greater detail, and that a fairly 
good case can be made suggesting they are not particularl 
effective if we are free to presume -- and I think we 
should presume -- that the banks are going to follow 


a normal, prudent policy of extending credit. Most of 
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Terente, Ontario 
the time since they have been in force the banks have 
had essentially more than 15 per cent in cash and 
secondaries, (Therefore, it,performs, no, useful Punction 
other than perhaps getting some cheap money for the 
government through treasury bill options by creating 
a captive market. 

on the other hand, when the banks find that 
the loan demand is high, and these are good and proper 
loans hat they are making, they have to sell securities. 
They :-won't sell, bills; «they. will. sell. bonds., Presumably 
this is a time when the Bank of Canada is trying to 
tighten, and you may run. the risk of a disorderly 
market, if I may get back a that again, by the bank 
having to eaves its monetary policy and acquire some 
Securities to prevent the market from dropping too 
fast. | 

COMMISSIONER BROWN: I would like to have 
your reaction to the suggestion that if the Bank of 
Canada 1s (‘tryinei itoltighnten things up, ~nd if the 


chartered banks have treasury bills which they can sell 


without really costing them much, is this making it 


more difficult for the Bank of Canada? 

MR. COX: Do they not have to keep the treasury 
bills to fulfill their secondary reserve requirements? 

COMMISSTONER BROWN: Tf your Suggestion were 
followed out and they didn't have to keep the secondary 
RESenVG+raGLo vas. 7 

MR, COX: I see what you mean. 

COMMISSIONER BROWN: I am asking for your 


impression as to whether this would or would not make 
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“ait more difficult for the Bank of Canada to tighten 


things up? 

MR. COX: This would only be true to the 
extent the chartered banks have excessive reserves -- 
they have more bills than they require or more day loans 
than they require under the 7 per cent requirement. - 

COMMISS TONER BROWN: iL think you misunderstand: 
if they didn't have the 7 per cent requirement. 

MR. COX: I see. 

COMMISSIONER BROWN : Would that or would it 
not make it more difficult for the Bank of Canada to 
implement ee eeenecary policy? 

May) Cone wWeltiece)) Suppose. it would: Af you 
presume the banks won't be prudent and that they 
are prepared to get themselves into an over-extended 
position where they have no excess liquidity at all. 
I don't think it would be a fair presumption that our 
Canadian banks would put themselves in that position. 

COMMISSIONER MACKINTOSH: Of course,if you 
assume that (a) the banks are prudent and (b) prudence 
requires 7 per cent treasury bills, then it doesn't matte 
whether you have the regulation or not. 

MR. COX: I don't know whether 7 per cent is 
Ghée rishtarigurey sir’ 

COMMISSIONER MACKINTOSH: Whether it is 
desirable or not, the whole practical effect is to 
force the banks, if they are liquidating securities 
in the face of’ Bank of Canada action to TgGiaate them 
at some greater loss than if they took them , so to speak 


off the bottom of their treasury bill portfolio. 
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Terente, Ontario 
1 MRLSCOx:. Yes 
2 COMMISSIONER BROWN: In effect, this makes 


=) the central bank policy more quickly operative? 
4 MR. COX: Under certain circumstances it would, 
° yes.s Dothink:ouryobjeetion to the thing lay mainly in 


6 the area that if it is deemed that this is a desirable 


7 thing, when the time comes to revise the Bank Act in 

8 1964, that this should be taken within the moral 

9 suasion area -- the agreement area -- and legislated. 

10 COMMISSIONER BROWN: This puts quite a differen 
11 aspect on your recommendation. 

es MR. COX: I think that is what I have said 

13 in: Section C, Mr. Brown. 

14 COMMISSIONER BROWN: Your recommendation is 

tS emphatically that the Commission consider recommending 
16 that the agreement ee the chartered banks and the 


17 Bank of Canada in 1956 establishing secondary reserves 
18 be terminated. Do I understand from your reply that 
19 you really mean that it be terminated or established 
20 by legislation? This is on page 7 of Volume I. 

21 MR. COX: I am looking for the text in 

22 Section C. 


23 COMMISSIONER GIBSON: C.40 on page 22. You 


24 say that it might lead to a disorderly bond market. 

25 COMMISSIONER BROWN: I think there is no point 
26 in pursuing it further because we have got your thoughts 
2/7 on it, and it is not quite exactly what we understood. 
28 MR. COX: I have got something here some place, 


29 and. ).Jjust- can! t.find, 14, 


30 COMMISSIONER BROWN: We might be able to come 
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1 back to it later. Then, in this context there is 
2 another thing: If the secondary reserve ratio were 


s removed as a requirement what effect do you think 


4 this might have on the availability of day-to-day 


5 funds to the money market? 

6 MR. COX: I think it would tend to increase 

7 Arce 

8 COMMISSIONER BROWN: Would you like to develop 


9 that a little bit. 


10 — MR. COX: Possibly someone in the money market 


11 might be better qualified. 


12 MR. HARRIS: This is a little difficult to 

13 come to a decision on right away. I quite cei tae: 
14 not having thought of it, don't know the answer to it 
is immediately. At times I think it probably would 

16 squeeze the money market when there was a pressure Tor 


Li funds for cash position. At other times it might 


18 go higher. The secondaries have been running around 


19 19 per cent -- just recently they were well above the 
20 the 15 per cent. One might presume the funds under 


21 normal conditions would be available to the money 


22 market that are now to the day-to-day loans, but I 


Zo would like to think about that one. 

24 : MR. MILNER: Do you want to comment further 
25 on that, Mr’. Cox? 

264 4°. % MR, COX: No, I don't think I have anything 
24 else. 

28 MR. MILNER: Mr. Brown, would you want us 

29 to give you a better answer on that later? 

30 COMMISSIONER BROWN: I don't think we want to 
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recall you at all, but perhaps you might submit a 
paper on it. 

MR. MILNER: Would you like to say anything, 
Mr. Ely? 

MR, ELY: Yes, I think my view would be that 
the 7.per cent moral suasion part. of the 15 per cent 
reserve should be enacted into the Bank Act, and that 
if it was eliminated it would have a tendency in some 
cases to have maybe too much money available, and in 
other cases not enough; and I think it is working. 


I think we have gone through some pretty troubled 


times in the last few years and, by and large, I would 


ero ther View. Chater t. WOLKSi ui WOULd Notuethink Lt 


Should be removed. I would think it should be put into 
the Bank Act. 

COMMISSIONER GIBSON: When you say it works, 
what do you mean by that? 

| MR. ELY: iIf.it were not there there might be 

times when the chartered banks would channel some of 
that 7 per cent into general loans. There might be 
quite a few times when that would happen, and then there 
would be less money available in that area to finance 
the eovermmontic requirements in the bill market. 

MR. HUNTER: May it not also have a tendency 
to persuade the Governor to increase the cash reserve 
requirements from time to time which would be an expensiv 
thing for the banks? 

COMMISSIONER GIBSON: If you remove it? 

MR. HUNTER: If you remove it: Not having 


that additional 7 per cent protection you might then feel 
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Terente, Ontario 


1 it necessary to increase the cash reserve requirement 
2 to 95° :103 Lloro le. per tent. ultimately. 

3 COMMISSIONER LEMAN: Would you go so far as to 
a Say there should be a variable reserve -- that the 


5 Bank of Canada should be able to vary that 7 per cent 


6 secondary? 
7 Mau GY Galois. wartablevinow,s and a would think 


8 when you inject it into the Bank Act there should be 


9 leeway to vary it. 
10 COMMISSIONER LEMAN: It should not be fixed 


ii at 7 per cent? 


12 Mie ise: Mee percent mks aecod figure a rbut 
13 under certain conditions perhaps there should be some 
14 leeway. 

15 COMMISSIONER LEMAN: What makes 7 per cent 
16 good? | 

17 MR. ELY: I suppose that 7 per cent figure 
18 coupled with the 8 per cent cash figure came out: of 


19 experience and it has worked. That is what makes it 


20 good. 
21 COMMISSIONER BROWN: Would it work in another 


22 period? 


23 MR. ELY: Under certain sets of conditions: 


24 it would work -- under certain sets of conditions it 
25 might be raised or lowered. 

26 COMMISSIONER BROWN: Would this be in part 
27| related to the availability of treasury bills? 


28 MRssELYs°*T don't think. it should necessarily 


29 ve related to that. 


p20. COMMISSIONER BROWN: Would you see any danger 
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Terente, Ontario 
1 that if the government wished to finance more on a 
2 treasury bill basis than they do so, and at the same 
3 time increase the requirement to 10 per cent ...? 
4 MR. ELY: I would hate to think that would be 
5 the-case, because that would be the wrong usage of it. 
6 ‘MR. SHAW: Isn't the test that it has worked, 


7 or one of the evidences of it, the fact that the banks 
8 as a rule are over a period -- and I am speaking strictl 
9| from memory -- but isn't it the case that the banks 


10 have maintained something more than the 7 per cent 


i rate much more often than they have crowded the 7 per cent 
12 rate, and it has been more like 16, 17 or 18, and isn't 

13 that the evidence that taybe this is a good level? 

14 7 COMMISSIONER LEMAN: Don't you think if the 

15 18 was the base they would try to be around 20 most 


16 of the time? 


17 MR, SHAW: If they are as conservative as we 
18 know our banks to be --- 

19 COMMISSIONER BROWN: To give themselves a 

20 cushion? 

21 COMMISSIONER LEMAN: They don't want to be 
22 locked in the situation more than anybody else, so if 
23 you make Iv"19, sthey will hover. around 20 -or-2l', 

24 MR. SHAW: Perhaps my assumption is wrong. 
25 It seemed to me, observing over the years, that they 
seemed to be more often comfortably above than just 
27 crowing it within .1 or something. 

a8 COMMISSIONER LEMAN: That is the same -- to 


29 have a little cushion or a little leeway. What proof 


is there that 7 per cent is good? Mr. Ely says it 
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1 has worked. Perhaps what is meant is that a secondary 
2 reserve works. We are talking about 7 per cent. Is 

3 there ,any magic in .7 per cent? 

4 THE CHAIRMAN: I would like to know what you 
5 mean by saying it works. What do you mean by that? 

6 There is the 7 per cent reserve which has been adhered 
f ee What do you mean by saying it works? 

8 MR. ELY: |What I meant by that, Mr. Porter, 

9 was that that 7 per cent relates to the amount of 

10 money available in the chartered banks for the purchase 
11 of treasury bills, and the amount of money that the 


me government wanted to raise in that area -- the banks 


13 throughout the 7 per cent reserve seem to have been able 
14 to absorb it fairly easily. and comfortably. |.S0,,1% 

15 works in the context that the number of bills that are 
16 issued at the weekly auction and the 7 per cent seem 

Le. to go together comfortably. 


18 COMMISSIONER GIBSON: Mr. Milner, you have 


19 some disagreement in your association in this matter. 
20 Mr. Cox suggests it does not work and it creates a 


21); disorderly condition in the market at times; isn't that 


22 right ? 

OK WR on COM aoe might, 

24 MR. MILNER: Well, Mr. Gibson, if you will follow 
25 our brief as a whole we have endeavoured not to’ dictate 


26 or to suggest specific things which we believe to be 


27 out of our province. . For instance, when we come to 

28 the matter of what we call the near banks we do not 

29 Paneat that a regulation covering near banks should 

30 be modeled after the reserves of the primary. We don't 
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1 know that is the correct basis or not. We merely 
2 say we think the government should have some control 
3 over the loaning policies of the near banks, but as 
4 to what that control is we don't feel ourselves capable 
5) of giving a reasonable opinion, and when we come to 
6 the subject of the secondary reserves of the chartered 


7 banks we merely point -- and I don't think there is 
8 quite the disagreement which you are inferring -- we 


9 point out that in the last three or four years this 


10 moral suasion with the 7 per cent reserve has never 
11 come close to the 7 per cent. ‘The banks have crowded -- 


12 and quite rightly so -- the 8 per cent cash reserve 


13 because that is where they make their extra remuneration 
14 In other words, if a chartered bank were to run to 

15 9 per cent primary te glee it would not make as much 

16 money as a bank that ran on an 8 per cent sow. 

17 But when it comes to moral suasion, we feel that moral 

18 suasion over a long period of time is not the correct 

19 approach to either proper banking or proper finance. 

20 THE CHAIRMAN: That is one aspect of it: Whethelr 


21 or not it should be statutory. But still I would like t 
22 know a little more abut why it is necessary to have 

23 any BR ict ony at all for that 7 per cent. There are 

24 the two views that are expressed, and there may not 

25|| be much more to be said about it. 

26 MR. BEATTY: In competition in business, 


27 Mr. Chairman, it is very frequently helpful to have 


28 some rule-of-thumb which enables you to tell your 


29 customer, "Much as I like you, beyond this point I 


30 cannot go." 
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Terenta, Ontario 
COMMISSIONER BROWN: What is the context? 
THE CHAIRMAN: I don't know that I am any 
wiser. 

MR. BEATTY: If you have a 7 per cent require- 
ment which you cannot eee onal then it is easier to 
explain to your customer that you cannot serve his 
need at this time. 

COMMISSIONER LEMAN: I think one should keep 
the very important fact in mind here that, moral suasion 
or not, the fact is that the bank has the right to 
vary the primary reserve. If the bank found the banks 
not keeping the right amount of secondary reserves, 
they always have the threat of moving the primary 
reserve, don't they? 

MR. MILNER: That is correct, Mr. Leman: As 
ae understand it, so far there has been no change ever 
in the primary reserve since it was inaugurated -- 
since a definite percentage was put on, and we merely 
suggested that rather than having a moral suasion 
clause for the secondary, that surely the government 
could better operate the system by varying the primary 


reserve to some extent if necessary. 
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We just do not believe that moral suasion 
is the proper method of operating over a period of 
years. It could happen over a short Se under 
stringent conditions such as existed a few years ago 
when the government did not want any more finance 
paper issued. At one time they did not want any 
non-essential buildings constructed, they used the 
moral suasion clause to ask the chartered banks not 
to lend money to non-necessary activities, but 
that did not remain in force over any particular period 
This particular moral suasion has been in for -- 

| MR. COAG* PUSsSt “about slx” years. 

MR MILNER: For six years we have had the 
Same clause in the moral suasion. 

COMMISSIONER BROWN: We have some things 
to say about moral suasion as such later on and I 
think we would rather deal with them in that context. 

MR. MILNER: , All right. 

COMMISSIONER BROWN: In this case I am 
Speaking about secondary reserves. 


MR. COX: Mr. Brown, I have found what I 


was looking for, C.88 and it comes under a matter 


requiring further examination and discussion. 
It says: 
"The Sous aion might examine whether 
chartered bank secondary reserves 
which were instituted through moral 
suasion in 1956, should continue to 
remain in effect." 


T do not think that is a recommendation. 
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Terente, Ontario 
. ss COMMISSIONER BROWN: Well, what is this 
2 recommendation 26? I wonder if we might move along. 
3 In B.25 reference is made to the way in which the 
4 | liquidity on ease of market ability of long term 
5 Canadas has declined and the implication is there 
6 that the previously prevailing yield spread between 
7 provincials and municipals relative to Canadas has 
8 narrowed. Would you care to comment on that? 
Wea MR. MILNER: Well, Mr. Brown, I think 
10 most of that was covered in the discussion before 
il lunch where we were referring to the market for 
12 Canada bonds. Perhaps Mr. Ely would like to expound 
13 a bit further on it. 
14 MR. ELY: As you wish. I think I pointed 
15 out the development that had taken place and that 
16 there was an attitude on the part of the investor 
17 both institutional and private to buy securities 
18 of provinces which gave a somewhat greater yield 
19 and through experience they had found it just as 
20 good as marketability goes if not better in some 
21 cases, and that the federal government had used up 
22 their retail market through the issue of savings 
23 loan bonds. The reason for that paragraph, I suppose, 
24 was that in the case of provincial securities: there 
25 has been a more continuous and better market than 
26 there has been for long term federals probably due 
27 to the fact that there are Sinking funds in every 
28 province and no sinking fund exists in the federal 
29 area. 
30 COMMISSIONER BROWN: This brings up the 
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recommendation which comes up elsewhere about the 
question of sinking funds for federal bonds. 
Miousuy st bobe Lou Lei. 
COMMISSIONER BROWN: Do you think this is 
a very material factor in the marketability and the 
liquidity of long term Canadas? 
Mi eS 4 
COMMISSIONER BROWN: Has this always had 
an effect on the liquidity of bonds? I would like 
to have your comments, for instance, on Bell Telephones. 
MR. ELY: A little louder, Mr. Brown. 
COMMISSIONER BROWN: I was wondering to 
what extent this sinking fund always has an effect 
on the marketability you mention. T amuthninking of 
Bell Telephones where there is no sinking fund. 
MR. MILNER: Mr. Brown, we believe that 
the Bell Telephone would have a better secondary 
market had they had a Sinking fund but literally the 
institutions as a whole, that is, the insurance companies, 
trust companies, et cetera, prefer to purchase -- naturallly 
they have an increase in return by so doing -- to purchajse 
all corporation bonds with a sinking fund. A 
corporation sinicing fund is the highest of all sinking 
eds Pao Bell Telephone but there is a con- 
tinuous market through the sinking fund operation 
for corporate bonds and in the case of the provinces, 
the western provinces particularly, -- its SasSkatchewa 
as an example. Saskatchewan had originally one of 
the worst credit ratings in Canada. When they re- 


organized their whole debt structure and put their 
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Sinking fund down, the 3 per cent sinking fund has 
created a market for Saskatchewan bonds that, in our 
view, has been a wonderful attribute to the province 
and to the market as a whole. 

Any sinking fund, if properly administered, 
acts as a secondary market if you want to call it such 
from the lst of January to the 31st of December because 
Sinking funds do not normally purchase all their 
requirements the first day and have no market afterward 
The properly administered sinking fund purchases their 
securities with the viewpointof maintaining their 
Crediu, raving @s.nigh as 1s "possrpic? 

Wit DOA sire waneee if you would want to 
restate the early part of your remark, Mr. Milner? 

I do not think you intended to say that sities boveian 
has one of the worst credit ratings. | 

MR, MILNER: . No, I said originally it 
had one of the worst. 

MR, SHAW: It came through to me without 
the word "original". 

MR, ELY: I think we can resolve the 
question, as this is my part of the brief, by saying 
that the attitude of the investor is such that he 
is quite prepared to buy provincial, municipal 


and corporate securities where in many cases there 


is just as good a market and where the yeld is greater. 
COMMISSIONER BROWN; Would I be correct 
in restating your point that the yield spread between 


provincials and Canadas iS now on such a constant 
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1 basis that if there is marketability within that yield 
) Spread that you might as well have the benefit of the 


3 greater yield? 


4 ||. MR. ELY: That is right. Sometimes the 
B) market for Dominion of Canada bonds has been put to 
6 a level one way or the other that perhaps does not 
7 sometimes suit the investor but there is no such 


8 things that work with provincial bonds. They work 


9 in a completely free private market. 

10 COMMISSIONER MacKEEN: Do you see, Mr. Ely, 
11 a situation where it might react against the borrower 
12 having a sinking fund? I am referring to the case 

13 of private placement where there are perhaps half 
14) a dozen or.a dozen institutions owning bonds and then 


15 no matter what the interest rate might be the bonds 
16 are not available below the call price for sinking 
iy fund purposes. 

18 MR. ELY: That has been the case, Mr. 


19 MacKeen. 


20 | : COMMISSIONER MacKEEN: It is rather a grievous 
21 situation from the borrower's point of view. 

22 | MR. ELY: It does not happen too often but 

23 it is an onerous situation on the borrower if market 

24 conditions have carried the price down and they cannot 


25 buy them. I think they should give some consideration 


26 also to the man who lends them the money at that low 
27 rate and they can always call them. 
28 COMMISSIONER MacKEEN: They can call a 4 per 


29 cent at 1.05, for instance. 
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1 
MR.ELY: That is right. 
: COMMISSIONER MacKEEN: Twenty years. 
; MR. ELY: Yes. 3 
*| MR. MILNER: That was the penalty, Mr. 
: MacKeen, of the borrower at the time of the issue 
: deciding that he would sooner pay 4 per cent rate 
; privately than he would a 4# per cent rate publicly. 
: The cost of a private placement -- this, of course, 
; is more true particularly in the American market 
™ where there ts a huge amount of private placement 
a and you have situations there where they are calling 
M a 3 per cent bond at 1.03 merely because they are 
. only owned by one person. 
‘s COMMISSIONER BROWN: I think if we can 
° get back to the discussion of the operation of the 
‘ Canada market. ane C sel Cnere \ isa reference to the 
i fact that the Bank of Canada has consistently under- 
. estimated the psychological effect of its mares: 
operations which periodically has created eee ea nine 
4 Speculation and something resembling panic. We 
a touched on this this morning but I wonder if we could 
have a little further discussion on just what is 
4 meant by this. Is this a matter of operation by 
§ the Bank of Canada, the way they operate? 
i MR. COX: I think it perhaps stems from 
* that from time to time, but I have a feeling that 
i While they must realize it they tend to disregard 
% the fact that the Bank of Canada is not an investor 
. in the. sense that insurance companies, banks, et cetera, 
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are investors. They are not looking for a return of 
their money; they only own securities as a result 

of having changed monetary policy or to enable them 

to change monetary policy and as the biggest factor 

in the market when they start doing something every- 
body tries to figure out what they are trying to do. 
Perhaps undue stress is placed upon what might be a 
very innocuous little operation on one of the governmen 
accounts and it becomes interpreted as a major change 
in monetary policy. 

COMMISS IONER BROWN: Would you like to go 
on and discuss the problems that occur, if there 
are such problems, in the operation of Canadian desks, 
both in Montreal and Toronto? 

MR. COX: I think we tend to feel that the 
trading departments in both Montreal and POwCne are 
not large enough and I think usually a dealer cannot 
reach the trader because there is usually only one 
in the city and has to wait for a call back. He 
wents to do something right away. The fellow under- 
takes to call him back. He is not given enough 
discretion and it seems to periodically create a 
Situation where a trader gets an additional sale if 
he does not call you up in an hour he is not going to 
ele wipes He is probably off his bid or off his offer 
and this seems to spread into the whole trading 
community and everybody starts testing the bank to 
see if they are there or not and you have got this 
Situation where a dealer may have one million and 


sell you a quarter and give you a quarter of a million, 
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and a quarter of a million from somebody else and he 
is paying a higher price to another dealer. This 
seems to be unnecessarily complicated. Perhaps 
somebody else would like to comment on this matter. 

MR. MILNER: I think Mr. Hunter would 
like to comment on this. 

MR. HUNTER: Well, it gets back to what 
was mentioned this morning, that the Bank of Canada 
during the past few years has been the focal point 
in the market for government of Canada securities, 
Nobody wants to make a move until he finds out what 
the bank does. The trader goes in and makes an offer 
at the level at which he thinks the bank is and the 
trader there says: " I will have to let you know" 
and it might be necessary for him sometimes -- some- 
times it is reasonably fast, it might be -15«07r..20 
minutes or it may be as long as two to three hours. 
Now, what do you do re irae meantime? Do you et 
sit and wait? By this time everybody gets a little 
tense and wonders what Should be done. This is 
the sort of situation that is created in the street 
and by the time the first dealer is able to sell 
a few bonds there are half a dozen other dealers in 
ae because they feel there is this development 
occurring and all this accelerates along the line. 

COMMISSIONER BROWN: How do you suggest 
this should be improved? | 

| MR. HUNTER: We suggested this morning 


that the Bank of Canada should not operate in the Long 
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east market and possibly that is the most definite 
answer. 

COMMISSIONER BROWN: I gathered there 
was a difference of opinion that some people felt 
that they should. Among those that felt that the 
Bank of Canada should operate how could this be 
improved? 

MR Oni: I thought they should operate 
in the long term market. I completely agree with 
Mr. Cox and Mr. Hunter that it could be improved 
and improvement would come about through more Bank 
of Canada traders in both markets and more authority 
so that they could act properly and there would 
not be this confusion and there would not be a time 
lag that creates what Mr. Hunter said. 

MR. WADDS: Mr. Brown, the solution that 
comes to mind that may or may not be practical is 
if they removed the trading operations completely from 
Montreal and Toronto and put them in Ottawa and had 
a bunch of open lines into Montreal and Toronto. The 
authority for their operations all comes from Ottawa 
anyway and from a mechanical standpoint our trading 
departments could pick up a telephone and get the 
trader in Ottawa where the authority is. I thought 
that would eliminate a lot of this delay. 

MR. HUNTER: I do not know if we are 
competent to advise the Bank of Canada how. they 
Should direct their trading operations because it 


may not refer to their actual operations at all; it 
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: may be a matter that they are dealing with their 
z problems in regard to the monetary picture. They may 
: be making a decision as to whether they want to move 
; LG up or nov. 
; COMMISSIONER BROWN: There is nothing about 
: the mechanics Olan Gs 
d I. HUNTER: But I am Suggesting the mechanics 
: themselves might not be completely at fault. It might | 
4 be those at the bank who could not make decisions for 
M certain reasons. 
: COMMISSIONER BROWN: There appear to be two 
_ areas in which in your opinion there should be improve 
fs ment. One is decisions and the other is the mechanica 
- operation of getting in touch with people and getting 
- word cael again. WE have ee a suggestion that instead 
ag of performing both monetary -- | 
a | MR. HUNTER: It is purely a personal. opinion 
iN MR. MILNER: Mr. Brown, if I might just 
4 put ohio. The opinion of most of our members, that is 
“4 who are really actively trading in government ealiee 
a is that the Bank of Canada security department as such 
% ‘Is Weeaiitery understaffed. It must be understaffed 
te On account of the time lag that occurs. The in 
~e between -- normally a dealer in securities, if you 
- want to call it the street dealer -- you can get 
ay immediate answer on the telephone as to whether you 
oh are willing to buy or sell a security and the frustration 
“4 occurs, the delay occurs when the Bank of Canada, as 
"id Mr. Cox and Mr. Hunter have said, will say: "We will 
“0 have to telephone you back." 
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As Mr. Cox said, it could be a bank policy, but we 
are under the impression that there is not sufficient 
authority given to the people who are contacting dealers 
on the telephone. Before stating that as a fact I 
would like Mr. Harris to ee his views. 

MR. HARRIS: I am thinking of the money market 
again. 

These delays are often more important when 
you get down to shorter bonds, and the same thing occurs 
there. I think the money market dealers have largely 
eliminated the problem between Toronto and Montreal. 
The dealers have direct lines between the two cities. 
We ioe large amounts very quickly, but under many 
circumstances the bank system often moves on short-term 
securities. The Bank of Canada has a very important 
role in the money market. Certainly it ot not intend 
to operate in the short-term money market in most 
cases. 

These delays of some periods are often serious. 
The problem is that one trader usually in Montreal and 
Toronto deals with the money narnlee Giana long-term 
securities both. If the trader is absolutely fully 
engaged all the time he has no chance to sound the 
market out at all. I think this is a problem also. 
The trader does not have the time to talk to the banks 
and dealers in a general way so as to know what is going 
on, and know what the other factors are in the market, 
and to know what sort of rumours are in the-air in 
regard to possible other financing which may affect 


the rates on this type of thing. I think quite honestly 
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within both centres of Toronto and Montreal they know 
what factors are taking place in the markets more 

than they did. I think the dealers are in contact with 
Ottawa. They have often informed us of conversations. 
They are not right in contact. This is again a problem 
in the money market. There is certainly not enough 
attention paid to the particular money market policy 
and the speed required in these centres. 

| COMMISSIONER BROWN: Is there any criticism 
implied or otherwise regarding the skill of the persons 
employed? 

MR. MILNER: No. I think, Mr. Brown, the 
criticism, if you might term it such, and I think if 
you were to question the chartered banks you would find 
the same reaction there--because they desire to act 
sanenry Ne cndde of ocduatte they must at certain times -: 
that the inefficiency, if you want to term it as such, 
is a result of their being under-staffed. There is 
literally, in our opinion, not a large enough staff. 

We think that the Bank of Canada marketing operations 
are under-staffed. 

(COMMISSIONER BROWN: In regard to the question 
of debt policy, you suggest that the national debt 
Should be held by as great a number of individuals, 
institutions and corporations as possible. I think 
that statement appears in Section B, paragraph 22. 

What are the advantages of this wide distribution in 
the field of debt management, and the effect on monetary 
policy? | 


MR. SHAW: Is this question directed to me? 
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MR. MILNER: Yes, would you answer that. 

MR. SHAW: The first question is, what are the 
advantages of the wide distribution of holders of 
government debt? 

COMMISSIONER BROWN: Yes. The American federal 
debt does not seem to be as widely distributed in terms 
of indivduals so far, as compared to Canada. 

MR, ELY: This is a section that I wrote, 

Mr. Brown. I think perhaps I should answer the question. 

MR. SHAW: Yes. 

COMMISSIONER BROWN: I am not going to allocate 
the queston, that isiup to Mr. Milner. | 

MR. ELY: The question is directed toward a 

portion of the brief for which I am responsible. I 


said the national debt should be held by as great a 


number of indivduals, institutions and corporations 


as possible. The reason for saying that is this. 
The greater number of people that own federal securities; 
one, the greater interest they will take in the country; 
and two,the broader and deeper the market will be for 
the instrument that the government used to raise this 
money. In my opinion those are both sound reasons why 
this should happen to the greatest extent possible. 

COMMISSIONER BROWN: We seem to have -had 
indications also, and I think this appears elsewhere 
in the brief, that individuals particularly buy federal 
oe eee with the idea of security of principal. 

ME thy sway Paat tle: maisne : 

COMMISSIONER BROWN: And of marketability? 


MR. ELY: That is right. This is something that 
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we should strive to attain. It is not something that 
is presently in existence. 

COMMISSIONER BROWN: The thing I am trying 
to get at is your thinking that if monetary policy is 
going to have an effect these bonds are going to change 
in price, 

MR. ELY: That is right. 

COMMISSIONER BROWN: And therefore the individual 
must get educated, must he? 

ahine LYS  avecs 

COMMISSIONER BROWN: To the fact that his 
bonds are. going to change in price? 

MR, ELY: Yes, but if he is an investor that 
does not. make much difference to the Dominion of. 
Canada bonds. 
| THE CHAIRMAN: It makes a difference if he 
has to sell the bond all of a sudden for some réason? 

MR. ELY: Yes, he has the opportunity. - 

THE CHAIRMAN: If the price of the bond is 
down on the market he may not be encouraged to ee 
another bond in the future. 

MR. ELY: He may also be not encouraged to 
sell at a time when it is probably wise to have that 
money invested rather than spent when the economy is 
under pressure. 

MR. SHAW: I think I see the Chairman's point 

of view. Harkening back to our Victory Loan bonds 
and subsequently, under the most intense kind of 
publicity or propaganda promotion, if you like, we induced 


the public to invest its savings in the highest quality 
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1 of security available, and we put forward the suggestion 
2 that if you do this you defer these needs of yours 

3 until some time later, and always you are going to be 

4 able to convert it into cash. We also use the argument 
5 | here that if you have a sudden need for money it is 

6 almost as if you had money in the bank. I think your 

7 suggestion was that there are dangers involved. 

8 First a kind of danger arises when a great many 

9 individuals having been induced to entrust their 

10 savings into this particular instrument or type of 

11 investment, and the value of these investments decline 
12 and the purchasing power of the income derived from 

13 them declines; that in itself may create problems. Unless, 
14 Mr. Brown, you were thinking also of the lack of 

15 effectiveness in monetary policy if your debt is spread 
16 out over a great many individuals in a wide area where 
17 you. cannot get. at it, reducing the buying and selling of 
18) government bonds. That danger I would think is 

19 minimal because we now have a large enough body of 

20 short-term investment in the banking system to permit 

21 us not to have monetary policy diluted by wide ownership. 
22 COMMISSIONER BROWN: I was wondering if you 

23 would also care to comment on the extent to which 


24 Canada savings bonds are impinging on what would be the 


25 normal market, or the otherwise market, I should say, 
26 for fixed income federal bonds. 
27 MR. MILNER: I would like to answer that 


28 question, Mr. Brown. 


29 When the war was over the government and 


= —30 the Bank of Canada at that time were intensely intereste 
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in maintaining these savings that they had induced 
through the purchase of Victory loans. They tried to 
find an instrument that would be compatible with 
keeping public interest in our securities. Before 
going any further, as far as I am concerned, I think 
that to compare our position with the United States is 
erroneous to start with. The American nation is a 
supplier of world capital. We are a borrower of capital 
or have been over the past generation as a growing 
country. So that the American debt structure I do 

not think can be compared with ours. I think that 

our debt structure, with our huge amount of debt - 


distributed.in the hands of the public, is a far 


safer factor for a borrowing country than the American 
system of having it concentrated in a limited number 
of sources. 

To go back to the Canada Savings question, 
they were brought out shortly after -- I forget when 
the first issue was, but shortly after the war. They 
were brought out to encourage the continuance of 
savings among, if. you. want to call, it, the working class 
people; the labour population of the country. I refer 
to the big labour force involved in the large industrial 
plants, and through the efforts largely of members of 
our association who covered all those plants, they 
were able to persuade the industrial companies to 
assist in the canvassing of their employees on a 
Continuous basis, having an annual Canada Savings loan 
on which the money was absolute. Any time the money 


was needed it could be turned in at 100 cents on the 
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dollar. Added to that they wanted to encourage the 
normal thrift of citizens at large who were not working 
in the big industrial plants. 

They started off at a limit of $2,000 in 
savings loans. We as an industry are thoroughly in 
acoord with the principle of Canada Savings bonds. Where 
we disagree with the government is that we think the 
government in the last few years has tended to make it 
a perhoutne situation rather than a savings situation. 
When they raised the amount to $20,000 per person it 
was obviously no longer a savings situation. People 
do not save $20,000. 

COMMISSIONER BROWN: Not even among the - 
investment aaaianee 

MR. MILNER: Except some of the wealthier 
ones. | 

It became a means of raising money. We do not 
think that the government should raise money through 
call money at a high rate of interest such as has been 


obtainable in Canada Savings loans, because these 


loans originated for the purpose of supplying savings 


instruments. 

We were talking either yesterday or this 
morning about the fact that this has been copied to 
some extent by our provinces who decided this was a 
lovely way of raising money. Jt has now gone to our 
municipalities. We have got treasury bills in nearly 
all of our large cities, and it has even got down to 
practically the villages which are willing to borrow 


money on short-term bases. That was call money on 
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short-term bases. 

All we have said in our brief in respect to 
Canada Savings bonds is that we do not believe it should 
ever be used as a money raising device, but should be 
confined to a savings device. 

THE CHATRMAN: May it partly be due to the 
fact that people were reluctant to buy bonds when 
they found that they might have to sell at a loss, 
whereas in respect to savings bonds they are sure of 
getting their capital back? Is that not one of the 
advantages? 

MR. MILNER: I think, Your HOnour, to some 
extent that is probably true, but I think we have 
developed an image over the past 10 or 15 years, and 
the nation as a whole is investing a large portion of 
its savings annually in Canada Savings ponds. I am 
Speaking of purely savings. Whether it be Seanae 
purchasing a house two years from now or not makes no 
aati er ences 

THE CHAIRMAN: I say, this is an attraction? 

MR. MILNER: There is an attraction. 

THE CHAIRMAN: Particularly in respect to 
individual investments. 

MR. SHAW: It is a defence against the 
experience in some of the market issues. 

THE CHAIRMAN: Yes. 

COMMISSIONER BROWN: My question was, to what 
extent do you think this inhibited the Government of 
mae borrowing on a long-term basis. 


MR. MILNER: I think I am speaking for our 
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whole industry when I say that we pengese that if 

the limit of the available purchase is confined to 4 

a reasonable amount that it does not affect the 

ability to borrow long-term but, mind you, it must take 
off, of necessity, some of the short-term money. 

By and large the people who purchase Canada Savings 
bonds are not the same people who purchase long-term 
securities, to a marked degree. They are when you get 
up to $10,000 or $20,000. 

COMMISSIONER BROWN: My question, to what 
extent do you think that the issue of Canada Savings 
bonds in recent years has inhibited the federal government 
from borrowing: on a long-term basis? Has it ead 
and if so, to what extent? | 

| MR. MILNER: To a considerable degree. My 
own personal view is that $5,000 is the absolute limit 
that should be permitted in Canada Savings bonds. 
COMMISSIONER BROWN: Then is it your suggestion 
that all sales to individuals of above $5,000 might 
have been put into longer-term bonds? 

MR. MILNER: .No, I do not. think so, Mr. 

Brown. I do not know what the proportion is, but even 
call it 50 per cent; that might have gone into long-ter 
bonds. It certainly is not 100 per cent, or not even 
close to that. If you look at the results of Canada 
Savings bonds sales you will see that payroll savings 
represents the biggest amount in these bonds. F 

COMMISSIONER BROWN: What I am trying to get 
at is, you criticize this way of raising money for 


the government. My question is, if it did not raise 
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this money, what proportion of it might have been 
raised through straight term debt securities? 

MR. MILNER: I would say 15 per cent, possibly. 

COMMISSIONER BROWN: Then it has not been a 
big factor? 

MR. MILNER: In preventing long-term, no. 

COMMISSIONER BROWN: So it has raised money 
for the ae ae that would not otherwise have been 
raised? 

MR. MILNER: I think they used this as a money- 
eee device, and at this high limit it definitely 
took it away from the savings aspect. It was no longer 
a savings bond, it was an investment. The establishment 
of the $20,000 limit has affected the ability of the 
Province of Quebec to distribute securities. Why would 
anyone purchase a Province of Quebec security if he 
could buy a Canada Savings bond guaranteeing 100 cents 
ae the dollar at any time of the day or night? 

MR. ELY: May I speak in this Henane? 

I think the Canada Savings loan issues have 
to a very marked degree usurped the market of other 
worthy borrowers, and have taught them to buy something 
Waa chede very favourable in their hands, but it has 
certainly taken the market away from other people who 
wish 44 pee is. that whee you are trying to ask? 

COMMISSIONER BROWN: Yes, but I am also asking, 
how would the federal government have raised the same 
amount of money on a straight term loan? Apparently 
not through the same feature. 


MR. BEATTY: To some extent through the same way. 
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COMMISSTONER BROWN: The answer was 15 per 
cent. 

MR. ELY: My view would be that in the days 
of the original inception it would be a great deal more 
than 15 per cent. As the public has been educated to 
buy Canada Savings bonds over a period of 14 years 
the percentage has gone down, but had this instrument 
not been used to the extent it has been, as a major 
money raising vehicle, the other market that they took 
over by issuing savings bonds would have been large 
enough to have financed the government's normal 
requirements. 

-. COMMISSIONER BROWN: The next question is, in 
the current market what sort of a rate do you think 
should be put on Canada Savings chide in respect to 
this payroll savings feature that you be Suuedwa earlier? 

MR. ELY: In the current market? 

MR. MILNER: You mean today's market? 

COMMISSIONER BROWN: Yes. What I am trying 
to get at is, to what extent do you think the interest 
rate is a factor in payroll savings plans? © % | 

MR. SHAW: It has to be sufficiently above the 
rate that would be obtained on savings deposits to 
attract into this vehicle, as against leaving it in 
the bank. It should not go beyond what a test would 
show to be a sufficient incentive to persuade the 
individual -- the man on a payroll savings plan or 
what have you -- to accumulate savings in this way. 

- COMMISSIONER BROWN: I am asking you to guess 


at the appropriate level. 
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MR. SHAW: The appropriate level, if they 
were doing it now? 

COMMISSIONER BROWN: I refer to the payroll 
level. 

MR. ELY: Oh, I would say 5 per cent. 

MR. HUNTER: I think that is too high. I 
think that has been one of the problems in regard to 
Canada Savings bonds. Not only have they increased 
in size, they have made the rate comparable to the rate 
of a public issue. This is a wonderful instrument for 
anyone to buy. Any individual who can find $10,000 
a year to invest would find no incentive to invest any 
place ate because he gets virtually the same rate 
from Canada Savings bonds as he would on the open market 
I think if the individual is getting the privilege of 
getting his securities in savings bonds Hate expect 
a lesser rate. From an imperial savings point of view, 
my feeling would be that a 4 per cent rate is all that 
should be offered for these bonds. 

MR. SHAW: Now, or when the 5 per cent rate 
was first introduced? In relation tb the price on 
the market perhaps it is more realistic. 

MR. HUNTER: I think they have got it out of 


line. I think they went too far with the rate. 
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» MR. ELY: By and large the rate that they 
d have issued Canada savings loan bonds on has usually 
3 been -- I think you will agree -- at one-quarter 
4 | of one per cent less than that. 
5 MR. HUNTER: JI would say that is about 
6 right. 
7 . MR. ELY: On other term Canada issues? 
8 MR. HUNTER: That is right. 
? MR. ELY: Now, today when I was trying 
10 to measure the five per cent as of now, I am measuring 
Ai it against the value of long term Canada as of now, 
12| and that rate is probably 5.65 or 5.70. 
saa lad COMMISSIONER BROWN: I think what I am 
14 trying to get at is that there are two elements in 
15 the Canada savings bonds and I believe I understood 
16 from Mr. Milner's remarks that he is in ines of 
17 this on the payroll end of it. 
18 MR. MILNER: That is right. 
ay COMMISSIONER BROWN; That type of saving, 
20 but not ae much in favour of being in competition 
21 market 
| _ with what could be normal/securities. My question is, 
oe could you estimate an opinion as to how important 
23 the interest rate structure is in this payroll part 
24 of the operation? | 
25 ' MR, HUNTER: I do not think it is very 
26 important at all. 
27 | MR, ELY: Not as important if they are 
28 only going that far, and that is why I suggested 
29 perhaps today you could get three-quarters of a point 
30 


away from the existing yields of other Canadas, whereas 
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they use a'level of about one-quarter ofa percent 
away. You might even go further. 
COMMISSIONER BROWN: One further question 
on this. Do you consider that the general level 
of the Canadian savings ad a interest rates has 
been too high? 

MR. ELY: They could not have raised 
the amount of money they have raised had they had 
it at a lower level. 

COMMISSIONER BROWN: Thank you. Now, 
you make a recommendation and this is 21 and 22. 

MR. SHAW: What section? 

COMMISSIONER BROWN: I am sorry, I beg 
your pardon. That is not the one, it is recommendation 
EO% 

"..that a standing Sore composed 

of men from The I,vestment Dealers ' 


Association of Canada having experience 


oa 


and independent judgment in the marketing 
of Government of Canada bonds be 
established by Government decree 

to act in an advisory capacity to 

the Bank Of Canada and the Department 

of Finance in connection with such 
matters as the marketing of Government 

of Canada issues and open market and 
trading operations." 

MR. MILNER: I will ask Mr. Cox to speak 


to that. 
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MR. COX: We think that both the Departmen 
and the Bank could benefit from additional information 
I do not think that any of us have the idea that this. 
committee would be absolutely perfect to the nth 
degree in the advice they are able to provide either 
to the Bank or the Department, but frequently two 
heads are better than one, and to the extent it 


was composed of, say, dealers -- we are the people 


who are contacting the accounts and will be doing 


the business -- and bankers who are people who have 


some idea what the situation is and I think that 


firsthand knowledge is better than something a bank ma 


or may not have picked up, and considerable use 
of this sort of committee is made by both’ the Federal 
reserve and the treasury department in the States 
and we think perhaps it is worth BiG Vie | 
Do you have anything further on that? 
MR, ELY: I am in complete agreement 
with you, Mr. Cox and I would like to say something 
else on this, that in effect this is going on now, 
but it is going on on a hit or miss basis by various 
telephone calls that may ee not be initiated in 
Ottawa or in Montreal and we think that it should be 


Pocused properly and the government could.get better 


.advise. 


- COMMISSIONER BROWN: Who would choose the 
personnel? 
MR. ELY: I think the only people that 
can choose it, really, are the finance department 


a. 


in consultation with the Bank of Canada because they 


Se , 
hi bie bi 
7 aie 


ae backs osvro'trt fenetsios B gene ‘tioned. bluo: 
ee mee, {4 sh a Ag Se ret u hort 


“page aa ee ae site oven | au to yas. tort’ dated 4 on Bas 


ne i) ' von ie ion 
cpl ATP OF tooteeste ¢leduto ads od: biuow end imme a } 


ee ae et nee pa ~—_ 


carthbe obs rong od aida ere. tard eotybe oid mk cena 


owt yldnoimen? gwd .coemivedsed edd to woe odd od 


on : ag ba 


= hf 9 = 


. ; , : ‘ 4 » , 
aigaeq Pil. os ew <4 treleeb .Vsbea>.10 bneceenee esi 
pee Re ‘ gigs ews a ae ate a ey) yee er ~— ' 
watheob od LLiw Bhs #cnwooos SAT ALT ORINOD Sts ow 
. Pvp Re he as eee are ure ae 7 es 
pis aya OW aLyesg- ans tdw eusnnisad on8 -- aeenisaud edt r 


Yau ned s antdtemoe cart wedded al opbelwond baad sendy 


atdd 


iz 
- 
w 
F) 
a 
“ 
a 
a | 
_ 
= 
4 
ae 
dogs 
3 
2) 
aad 
S 
& 


OR Te ee a eee OE, ny ee wee | eee aT, 
Pei EID eet Sag Mf SHS Ves “WESBSTO Sy Dis sv teas. . 


oe 
y * Are ee ae nS sal anaes” a » A 4 a a 
Uae 6 Avtow wel II aqgasrriteq wzAnrlds ow DAS 


i 


yak © us af pas re. 2 mag FH sink’ “tb ma mae 2 y . “ 
ma) neti aC ‘pays trex Sri Bd via Rey HOY, od 


4 
Besy 
< 
& 
) 3 
- 
r 
e 
ia 
is 
| 
ry 
td 
ac 
b 
re 
ot 
<a 
tt 
K4 
Pay see 


mt a 
Bea —_ 


— =e" a ees ae v ” t . on ar r > & : 
iVemre Vee oF Sidl SOLOW LL OB KOU. THM (HOY acviw 2) 33 
iz 


Hot nO wrtoy at sit Sostte nb Fadt .elds so eels” 7 4 


or ink Oh Be te " oy ——w mee at ~- Are, > Fr “+ 
bevatidial ok Gom wem «Oo » Yam Jed? aliss enodcgsiss 

« : ‘ 
~ ’ i? t ivi 


jbivote th tamd oetdt ow boa Leertaom at bat swedso i 


tog Aivoo eneamievog edd base yiceqorg - beawoot 


ry 


>) 


esoods bivow od¥ SHORE, STDS | 


t 


a 8o f yay. 
Ee ePay ES 
oat ei, y eee 


Nethercut & Young ? - oq Q7 


...- ~Terento, Ontario 


know -- those two areas know the people with the 
best knowledge, and it should not be chosen ona 
regional’ basis or anything like that, it should 
be chosen purely on a matter of thon ledgecand 
ability, and they have the ability to choose these 
men. avi 
COMMISSIONER BROWN: Do you think they 
Should meet regularly? 

MR. ELY: I would think tha tbthey should 
meet at regular intervals and at peveret times when - 
they have in mind doing some financing. This ‘6 
the sort of thing that goes on in United sa vest 
they have a standing committee and Paces re 
Washington and it has worked very well, I understand. 

THE CHAIRMAN: It would be somewhat 
similar to the relationship between the provincial 
government and the syndicate? a 
Pes | MR. ELY: That is right'.« 

“THE CHAIRMAN: It would be the.same type. 

MR. ELY: We have never brought provincial 
isl to the market; the industry have never brought — 
the provincial issue to the market to my knowledge 


without having prior consultation with what we like 


to call a steering committee, and that steering committee 
is made up of the knowledgeable people in the syndicate 
involved. The same technique could be applied 
in the federal area because it has worked and you 
can see the results of it in the marketplace. 
| COMMISSIONER GIBSON: And what would you 


talk about? Would there be general conversations abou 


} oo ye a eas 


aS we 


a Sars 


Paar qos 
i 
gia) 


Mae 
: wy 


i 
a ’ 


7 ea Abs ee ie, 7 
ee 8 a oy s,s eaees 
j 7 iin ' nhs ae ie, i 


(et basse e sant ett anedouan 0 ote od ‘ent nie 
me ‘ é i th he eit LP oe T iy 

| ‘ae 
| bas oubacuoms to. tedden 8 0 ‘etonia ae : noe 2 od 


ones 9R09 49 ce aa sae. ad oved a mas. ‘ 


‘ ty ie: bs ae 


2. : 


, > Angel < 
«7 


Rods waits doy od = swone ADO TRETIOES 


aban 


-., 


U 


A { ‘ {eer o A 5 ' ary 
hfiuode Yen tad wnint Bovew I rie oe 


zg 


y ‘ *. ~ tine SS ¢ ae o é . 
hed esmis [eseveg oe bos as aviodat onlwaey Ba; 


it ; Ay ie ‘ 
c rl & eet % ae "I Am Ral < wi : iy 
j ok Bh « PELE OPEB E> oie aie iol bata o£ siddae xen nt yey 


ye 
FQ Aa 08 t¢ ent gaidd to t08 end. 


eae 


; at s = > Vi 
4 ae : A rh " Toa sie ae — » 4 un » a ~ a mo r Y. WY 
Ohi (BH SEALS | + {ct aw Yea". Bowtow asd at ba 8. ote ig! - 
Ja!) i F . he 
ay c y ' ui Ve © 
Te Pe t 
mel ~ 58s tacume a set ; . Pov ) a tA Ay ; " 
fib ae ‘ SITIO # SpA ay rep GS T ‘ i My 77 AHS oHT ‘ r 
iy S . 


— Pm 4 J - = = e PQ . = P P é ns 7 
Saal omar sna eh ace amet ett ap ian rei saath lei ae eo en hata io 


| i" , ae 
oedgix st tart ‘VIS re a eae 


.5ay?t emet edt ed Bivow 27 SMAMATADS 0, @ aan 


62% 


fee ee ee ee 


Dstonbverq tdacerd xever oved OW ay ac ae 


 £ 
a 


——— ae 


live 4 
ey 


tigquond seven eved vitaubit ond tiexzem ori oF souned 


sudalwons wh oF Jesrtam > sa ot sueel Latoatvorg ed e. 


=~ & 
t : 
ee seen 


= 


suti ew 3 erty datw nates tuenee tTOLig anitvert ven I 1 es 


Y I 


fiawod gnideese Tstt bas .99¢ethano 2 ankreeda 8 f tap 98 | 


s wf pea 
if ay ; ; “i 


st algqosg oi dsoabet wort ert to gis eam ; | 
: ‘oh ey ied ‘ap ie 


ae 
at nt ab 
cn vant 


Nethercut & Young - 98 Se 


Toronto, Ontario 


the state of the financial system, specifically the 
bond market? 

MR. ELY: There would be general conferences 
on the state of the market and they would certainly 
probably not pinpoint a specific issue at a specific 
price but the Committee could certainly give advice 
to the federal government on how much, what terms, 
what terms in matters of price -- they could give 
them amounts, price and maturities that would 
allow the government to choose which issues they 
would be wise to finance in and without disclosing 
the erect issue to the committee who should not 
have that knowledge. 

COMMISSIONER GIBSON: Suppose that there 
were considerable differences of view amongst the 
men? 

MR. MILNER: .That, Mr. Gibson, is, the 
reason we think there should be a committee. We 
believe that the present system which is used today 
by. the Bank of Canada in consulting, if you like, -- 
a dozen different dealers individually, we believe 
that collectively three or four people could give 
far better advice around a table than with the advice 
you get from six or seven individuals. 

MR ely * Might I enlarge on that by 
Saying that you woud be surprised to find in a so- 
Called steering committee on a provincial issue that 


there has never been to my knowledge a considerable 


- @ivergency of. opinion, never... It is amazing how 


accurately that kind of a committee can measure variou 
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Terente, Ontario 
areas of the market both as to volume and price. 
COMMISSIONER GIBSON: But would not a 
discussion of this kind reveal to you what the 
government had in mind? 

MR. ELY: If it was held quarterly then 
it would have no significance on when the government 
might come to the market. If it was held immediately 
prior to the government issue and it was obvious 
that it would have to refund that issue because it 
did not have enough working capital, then I think 
the discussions should take place on such a plane 
that it would not be disclosed to those people in 
what area they were going to do their financing. 

MR. WADDS: Could I say something? In 
the United States this committee is called in 
Washington prior to every major piece be Paneneinc 
that the government does. As you know, there has 
never been any question of a leak of information, 
and what goes on ad those meetings I have no idea and 
I do not think anybody else has, except the people 
that go to them and I think that system could work 
quite effectively here. This, Lor *the record, is 
another attempt which we would like tofrake to develop 
a better liaison between the issuing body and the 
ultimate buyer and we are in touch with all the people 
who buy securities and this would make it simple 
for the Department of Finance to cover this type 
of knowledge with the people in the field. I think 
it would be very useful. 


COMMISSIONER HARROLD: You make certain 
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Terente, Ontario 
recommendations concerning the Board of Directors of 
the Bank of Canada in recommendations numbers 21 and 
22 GNnuDate.aw,. The first question would be, would 
aoe not think if these recommendations were carried 
out, that at this executive committee would have 
approximately the same kind of advice to offer as 
ou would get from the committee that you are 
Suggesting for the Department of Finance. 

MR. BEATTY: Mr. Cox, would you speak 
on that, for a minute? 

MR. COX: I think, sir, the problem 
has been that the appointment of directors to the 
Bank of Canada have become a little too political 
and they are not necessarily chosen on the basis 

of their education, the kind of work they do, and 

there is the specific exclusion of bankers, which 

is not the case in the Bank of England or the federal 
reserve, and it seems that if the Board is to be 

of any help to the Governor and his senior personnel 

in eres at policy decisions, it would be considerably 
better if these men did have a financial background, 
either educationally or from the type of work they do. 

COMMISSIONER HARROLD: That meets 
with your suggestion in Section C.19 in which you 
say "useful guidance". 

MR COX: Yes. I have never attended 
one of the meetings and I do not know what goes on, 
but there are so few people who would appear to be 
able to es sufficient knowledge to give any advice 


or guidance to the Governor on what was a pretty highly 
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technical field. 
It may be that people will advise him 

on how business conditions are in the provinces 
Which they come from, or what the outlook is for 
the potato crop, or something like that; this is 
important, but it will not help the banks in arriving 
at a policy that will fit the needs of the economic 
Situation at the time. 

_ COMMISSIONER HARROLD: I agree there 
are times when potatoes may be important, but as 
to the number you have there, would you change the 
number from the present twelve? 

‘MR. COX: That is something I had not 
thought about. It seems enough, does it not? 

MR. ELY: Are there twelve? 

MR.’ COX: There are twelve ach. I believe. 

MR. GLY: L' think that is*rigne. i" do 
not think this is a question of having a large number, 
I think it is a question of having a board that are 
Skilled to give the Governor advice and now it seems 
aS though they are chosen regionally rather than 
TOr auLlity.,.> £°ae eee they have not got ability, 
but they are chosen fe fe ae! by provinces but it 
might be better if Rey were to have them all come 
from two or three provinces and they can find the 
right men. The men are available. 

COMMISSIONER HARROLD: But are they not 
to be from diversified occupations even if they do 


come from the different provinces? 
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OMI GY: It seems as though there is 
a certain number per province, but no matter; certainl 
if the Act reads that they come from diversified 
industries perhaps that is a worthy reason, but 
I think they could eens find a better answer 
to that by making it a man with knowledge of financial 
affairs in the country so that they could get better 
advice For “ene bank. 

COMMISSIONER HARROLD: How long has the 
Change in personnel, then -- you suggest that the 
directors would have more control than they have 
at the present time, or do you still suggest that 
the Governor would have the power to control? 
MR. MILNER: Mr. Harrold, I do not think 

you can ever have a central bank operate without a 
governor having the power of veto, ‘but he would tes 
so subject to advice that you would question whether 
the power of veto would ever occur. It is really 
the same recommendation as we have got for the advice 
on the issuance of new securities. In other words, 
that there is somebody to consult outside his own 
immediate circle who would be competent to give them 
better advice than they are getting now under existing 
circumstances. I could not conceive of the executive 
committee of the Bank of Canada meeting -- we suggest 
that they meet fortnightly. 

COMMISSIONER HARROLD: Do you know how 
often they meet now? 


MR. HARRIS: I think it is eight times 


a year. 
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COMMISSIONER HARROLD: The executives? 

MR. MILNER: The executive committee 
is only one man -- oh, are there two now? 

MR. WADDS: The deputy minister and one 
director, I beiteve. 

COMMISSIONER HARROLD: You would not 
find included officials and directors of banks, 
chartered banks or employees? 

MR. COX: I do not know why we should. 

MR. MILNER: We do not believe that -- we 
are trying to get away from anything political in 
so far as banking is concerned, and the calibre of 
person who has risen to the rank of general manager 
or bank's president or president of a bank, or 
important industrial people are beyond politics, 
in our view. We think in this way we would have 
an impartial opinion of what they think is good for 
the country, if you have the right people on the board 
and I think to exclude the chartered banks! 
representatives would be fatal. It would be 
fatal not ce include them in that category. 

COMMISSIONER GIBSON: Mr. Milner, how 
could you just envisage a group of people like this; 
some skilled investment dealers and bankers talking 
about things that in any event might not accommodate 
their own interests. How would you do this? That 
is, if they are still fully occupied in their regular 
jobs? 

“MR. MILNER: It has worked in other 


countries, Mr. Gibson. 
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MR, SHAW: Well, in the present system 
is it not true that some of the existing or preceding 
governors have been connected with business enter- 
prises where the same concern might not have arisen? 
COMMISSIONER HARROLD: There was a case 
of central bank officers and the senior top officers 
coming from other groups where their interests are 
conflicting with ne central bank and they are acting 


as advisors to the Governor of the central bank. 
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1 MR. SHAW: My question was, going back over 

2 the past directors, isn't the case that we could find 

3 amongst those people people who, if we retraced their 

4 business connections, where you would find the decisions 
5 made by that board aaa aiinewe a serious impact or 

6 effect upon the businesses with which they were connecte 
7 and yet that has not precluded them from being on the 

8 board before. | 

9 COMMISSIONER GIBSON: I don't think you would 
10 find any bankers or investment dealers. 

11 MR; WADDS: You will find a senior director 

12 of an insurance company who is a director, where there 
could have been an effect by the bank's action. 

MR. HARRIS: The Bank of England, the directors 
there are merchant bankers and commercial bankers to 
a large degree, and there was an enquiry some time 
ago, and it came out there was no problem at all. 

COMMISSIONER BROWN: Except they do not have 
anybody from the clearing banks. They are all from the 
Smaller institutions. 

MR. HARRIS: Merchant banks. 

COMMISSIONER BROWN: Yes, merchant banks. 

THE CHAIRMAN: What about the Federal Reserve? 
They are all full-time directors there. 

MR. COX: Each of the twelve district federal 
reserve banks has three classes of directors: Two of 
those three classes are occ from bankers in the area 
in which the particular bank has jurisdiction, and the 
presidents of all those banks form the board; the 


board of governors of the Federal Reserve system is 


ee Be ort heoer ies ew st sch “eigoed6 qos” 
| statetoade ony Dart Siaiw voy sod edobsoentaat | 
Les? EPH, Cire 7 | 
i “ @, Papguet quotes a evel bis jon banod tase ya bam 
i hati yeanniad erst ved? doidw ddiw @osanents et! oils: oa 39 stte }: 
| ara 
bie a +e in 
ler ont a ated twovlt wert Sebeloegg Jon ase tend dey 


- 


+: es: 5 int aad 


# , ’ eee ee eee r tanner: + rat Pes 
|  BPEgOw srey Waka StHob I. MOG FA AHOLEZIM 00% ‘tet 
j x 
ba i ” 7 » ary ae 2 or a iq a "ov 
| spnelsob wtesvat 16 eteaed Ya 
= we - att a rtyrr 7 wh 
] , (} PROT TOt B i re ohn ody WY FOL + GUA sii 
fi 
i 
; ‘ . ‘ a on as “ ’ 
Soa Siew TOTO ge OfW YosEqnNoo sonsiwens 
‘ 


Hotiad sidnsd elt yd toetts as qoeed even blvoo 


s 
s | 
{ : OTagaW ; 
r ii LA (ts =! . Pe Le = Oe 3 : Arn AS Lan AM 
i 
Vv 
i ov evesidad Latorsmmes Snes o*esinad Iasnotem sis 
: ‘ 
4 
i . ‘i oil al - abe e 
i aes te On ago ae ; “t 7 / 4a3 , eo tr Si Es | 
i ' I 
; d " Pas g | 
; i . + ae ai a i ol > nts ‘ ~t~$ tLe ene ve i Ls i t 
ta: Sa ‘ Lig va Awe. 4 | chip? IST VINO Saso v wos 038 
I ; 
: a > . . i mY 
se bee ; i 
1 me a = ew © eee op tee STOTT OS Tee a 
, ; ; ved v7 fT 25% Be ‘ie ~/ Wy oe Ee 4 “ AW isha ria SS AAD h, RirSpabedt MOD ae! | - oe ~ 
pe. 7 i Va 
met es 
; mn he  F ha eer. atin ee ee af ent 
‘ +) O82 GO%) 128° O98. YOu anced aniusaelo edt mort xbo VAs | 
ae ¢ 


vaseeh Lacebet ef) -swoda JadW +: MAMALAHY ae pane 
.eient sto? Demth onti-Ifyt 2 its 9: 76 edt 
erebet Joixteath eviews end Yo dosz 1x09" AH 


a 


7 ; ; ant oe 
ow? iaiotoptif to sesesio sand mires 


eng at anexicad on baste ay 


Nethercut & Young ieee 3006 = 


Terente, Ontario 


selected from these twelve. 

THE CHAIRMAN: The Board of the Governors 
of the Federal Reserve SeOPeuTTOeee governors? 

Mr. COM: "Yes? 

THE CHAIRMAN: They are not carrying on any of 
their former business; they cut adrift from their 
former business associations? 
| MR. COX: But that is not true of the directors 
of the District Federal Reserve banks. 

THE CHAIRMAN: Oh, no. The policy is directed 
from the board of governors. 

MR. COX: Yes, but they get their information 
from bankers. _ at 

THE CHAIRMAN: I have often wondered why 
it is necessary to exclude certain segments of the 
business community who probably know more about the 
problems involved than anybody else just because there 
might be conceivably a conflict of interests. Business 
tee ful bf conflicts of interest. Directors of banks 
have frequently conflicts of interest between their 
business, but they have to go outside the door and preten 
they don't know anything about it. In all corporate 
‘business, directors frequently have conflicts of interest 
and they simply have to declare their interests and 
refrain from voting, if it involves a conflict. But, 
it seems to me -- and I am just thinking aloud here -- 
if you gentlemen have any opinion to express as to broadenin: 
the field from which directors of the central bank can 
be drawn so that there would be a much greater infusion 


of highly qualified people in this particular field. 
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MR. COX: That is what we feel. 

THE CHAIRMAN: As well as having representative 
from other lines of business, because that also is very 
important, but at the present time there is complete 
exclusion of anybody who is really qualified in the 
field unless he happens to be a retired banker. I think 
there is a great loss there, myself. 

MR. ELY: I think we as an industry feel that 
too. 

COMMISSIONER HARROLD: Have you gone so far as 
to suggest there should be full-time directors? 

MR. MILNER: Not in our brief, we haven't. 

COMMISSIONER HARROLD: I should have put it in 
the form of a question. 

MR. COX: I think I would like to think about 
that one. I don't know whether it is necessary to have 
all full-time attend the meetings with the Department 
of Finance or the Bank of Canada. It might not be 


necessary, unless possibly the executive committee 


might be represented by a full-time person. 


MR. ELY: A full-time director would immediatel 
lose his usefulness by not working on anything else. 

MR. SHAW: Some of watt usefulness. 

MR. ELY: Some of his usefulness, yes, that is 
better. 

COMMISSIONER GIBSON: The problem here is that 
we get the impression from your memoranda and 
recommendations that you would like to have a more 
active board that would take a more aggressive part 


in formulating monetary policy. In other words, not a 
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Terente, Ontario 
board of directors that pass on the more or less corporat 
things that go through, but a board that is actively 
engaged in thinking about and formulating monetary 
policy. This is why I raised the question of conflict 
of interest. If it is the kind of board which functions 
the way the present board does, it does not appear the 
conflict will be serious, and in the Bank of England 
they do discuss these things -- some of the things where 
conflicts might arise don't get to this type of director. 
It is this iden chan I am really thinking of. 

MR.COX: I think our thinking is that any 
conflict of interest that might arise seems to be 
less serious than the Governor of the Bank. lacking 
advice that might be useful to him. 

MR. SHAW: Or some body on which he could 
try out his proposal; that would be the function, it 
would seem to me, the board would best serve. It would 
provide a body of knowledgeable people to whom the 
Governor could take the ideas he has formulated, and 
I would tote see this as ideas originating within the 
board. They should still originate with the active 
governor and he in turn has someone to whom he could 
take these suggestions and work them over a bit: before 
they become policy. 

COMMISSIONER BROWN: What sort of decisions 
do you visualize being made? 

MR. SHAW: I am thinking of changes in monetary 
measures that are being introduced. I think the decisions 
would be as to the measures themselves and as to the 


timing of them. 
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MR. COX: You get a practical opinion from 
somebody who is perhaps going to be affected by some 
of these changes as to what the effects are going 
to be. 

COMMISSIONER GIBSON: Bearing in mind monetary 
policy is most of the time more of a flow than a series 
of disjointed and separate decisions, do you think 
this is really feasible? When you have a crisis you 
sit down and decide and make some very definite decisions, 
but most of the time isn't it a matter of guiding something-- 
peas a little this way and that way and feeling your 
way along, and in those circumstances can you use this 
kind cop en ee 

MR. BEATTY: Could not that crisis be avoided 
with proper outside assistance? 

MR. MILNER: Put it another way, Mr. Gibson: 
Could wtthe Governor go to the government and say 
the advice of his executive is rather contrary to what 
the government opinion had in mind. I think you would 
accomplish a tremendous amount if you had the really 
top calibre of people in this country advising the 
central bank. I cannot help but feel it would be a 
constructive measure in the future of the country. 

COMMISSIONER HARROLD: You see no need for 
any geographical or industry representation on this 
kind of board;,)i1s that: right? 

MR. MILNER: Well, Mr. Harrold, I think in 
picking a board -- of course, it is very difficult to 
pick a board, obviously -- but all that we put in our 


prief, or that we suggested, is that it be completely 
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divorced from a political board and completely divorced 
from a regional board; that is, not. to have it 
automatically with somebody from New Bet rates ial Manitoba, 
Saskatchewan and two from Ontario and so on. It would bD 

. rather 
picked by the’ manpower or the man ability/than regional -+- 
diversity interest. 

MR. COX: They should not all be bankers or 
all economists or all dealers. | 

MR. LEMAN: Mr. Gibson, if the inference is 
that it may not be desirable to have people with knowledge 
and experience in matters of finance and banking on 
the board of the Bank of Canada to advise the Governor, 
why have a board at all? 

COMMISSIONER GIBSON: Well, we are asking you. 
I don't know. 

COMMISSIONER BROWN: I think we should also 
say that I do not think at any stage has there been an 
inference that you should not have people with this 
experience and knowledge. There is an inference you 
should not place people, particularly people who have 
directly and obviously a conflict of interest in that 
eeeitt souk I don't think there is any inference that 
type of person is not wanted. 
| COMM SSIONER GIBSON: There is no inference 
at all. This is the kind of problem that could arise ,~ 
and we are trying to get your Vise 0" ai 

MR. MILNER: I think we have said everything 
we have in mind. 

COMMISSIONER HARROLD: In selecting this type 


of board what would be the end result -- where would the 
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1 come from? The financial community? 

Bi Sie MR. MILNER: I would think, Mr. Harrold, that 

3 the prime people I would visualize, if you are talking 

4 of a board, let us say, of ten people, to use a number -- 

S I would think you would aire to get as much diversificatiion 
6 as possible. You would want a banker, but industry 

i would be the prime people that you would employ on the 

8 board. I think industry would rank the highest -- 


9 financial institutions: Put it on that basis. 


10 --- Short recess. 
11 _ THE CHAIRMAN: We will now resume, 
12 COMMISSIONER GIBSON: Mr. Chairman, I would 


like to ask a question or so about moral suasion. You 
have made it clear to us, gentlemen, or some of you have, 
that you don't like moral suasion as a long-term operation. 
What do you think of the use of this instrument -- perhap 
we should not even call it moral suasion. We will just 
call it "persuasion", and that would perhaps be more 
realistic. What do you think of the use of this 
kind of an implement in monetary policy? I understand 
from time to time you have encountered persuasion -- 
moral suasion. We would like to know whether you 
feel it is an effective instrument in monetary policy 
‘and whether it can be used too frequently, and so on? 

MR. COX: I think it is highly desirable that 
the bank can make use of this kind of technique because 
I think it would be almost impossible to visualize an 


act for the bank which would cover all the things and 


all the contingencies that might arise from any sort of 


external or internal pressures. We have set out quite a 
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bit on what we know that the bank has done in this 
field, and it covers a pretty wide area, but I think 
it is very important that it should be made clear that 
short periods should be involved, and when the persuasio 
as such has served its purpose that whatever instruction ; 
or whatever you want to call them, the Governor has 
issued to those concerned, that they be advised this 
emergency is now over and whatever they have been doing 
has served its purpose. 

COMMISSIONER GIBSON: Do you feel it applies 
only to emergencies? 

Mira tCO: Wino not eh ee emergencies; 
that is probably a bad word. It might be better to say, 
situations that require some sort of action. 

COMMISSIONER GIBSON: Any sort of situation, 
or does it need to be a fairly serious one? 

MR. COX: It depends on extent, I suppose, but 
By ak it is desirable that the bank be able to - 
go to some group who have some sort of control over 
some kind of credit and say, "You are overdoing it. 
Can you change your policy a little. This is not in 
the best interests of the country." I think, carrying 
it a step further, it may be interesting to pursue 
the eheuene that we have now had quite a few experiences 
of the use of moral suasion, and is there anything there 
that should be enacted that tt bank should have legislative 
power over? for pet unaee reserves for aye banks or 
terms of credit extension by finance companies, and 
what not. I would think perhaps this would be something 


that you would be looking into in your deliberations 
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later. 

COMMISSIONER GIBSON: We will be glad to have 
your views. 

MR. COX: I don't know that I am qualified 
to express any views as to whether the bank should have 
powers over anything specific in this area, but it is 
rather interesting that the Federal Reserve seems to 
have a number of these powers. On the other hand, 
the Bank of England seems to rely directly on moral 
suasion and does not seem to feel it needs an enactment. 
Tt dontt know whether that a ae the material 
of the market in which they are operating. 

| COMMISSIONER GIBSON: Are there any limits , 

apart from the time limit, that you feel ought to be 


applied to this technique? 
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You said earlier that you think if a thing goes on 
a long time it ought to be put A legislation. You 
Said that in the context of the secondary reserve 
MR. COX: What would you mean by limiting, 
Mr. Gibson? 

COMMISSIONER GIBSON: Well, again I am 
not een 8 an opinion; I am trying to create 
a situation that you can comment on. When some- 
body wants you to do something that you can see 
will be very much against your interests and you 
are the people who are asked to do this, some may 
do it and some may not. If -it 18) just..a)littis 
against your interests or if you can all agree that 
this is good in the national interest, does this 
problem arise to the same degree? 

MR. COX: I think it would be most 
Pioortane that the governor's prestige is such 
that he bouts go to a group and present a con- 
vineing story and be successful in his efforts 
to persuade them to change their tactics. This, 
perhaps, raises the question that if he is going 
around every week aSking people to do something 
perhaps he is overdoing it. 

COMMISSIONER GIBSON: How far do you 
think he should go in asking people to go against 
what they conceive to be their self interest? 

MR. COX; I think that would have to 
be his decision. This is something of an individual 


Judgment, is it not? 
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COMMISSIONER GIBSON: Yes, but it is 
an important question. 
MR. COX: It would have to be in the national 
interest, there is no doubt about that. 
COMMISSIONER GIBSON: Clearly in te 
national interest? 
MR. COX: I think pretty clearly. 
. COMMISSIONER GIBSON: So that nobody 
would recognize this? 
MR, COX: Or it could be explained to 
them in such a way -- but I do not think he should 
threaten some sort of action to gain his ends. 
THE CHAIRMAN: When you talk about 
persuasion or moral suasion it is really not that 
aoa ll. In the background there is, although 
perhaps not in the open, an implicit possibility 
of a threat when the Governor of the Bank of Canada 
asks the chartered banks to do certain things at 
a certain time, is that not right? 
COMMISSIONER GIBSON: Mr. Chairman, I 
was talking about this in the context of the relation 
between the Bank of Canada and the Investment Dealers. 
MR. COX: Possibly there is, Mr. Porter. 
THE CHAIRMAN: If the Governor of the 
Bank of Canada felt strongly enough about it and 
was Ae eeren that his proposal should be brought 
about he would be in a very strong position to go 
to the government and ask for necessary legislation 
and they all know that. The governor is not likely 


to ask for something of that kind unless he has good 
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reason from the national standpoint to do it. I would 
think it is not just a voluntary act on the part of 

the parties that are approached whether they are 
investment dealers or banks or whoever they i be. 

MR.COX: Well, of course, this raises 
the point whether this threat of legislation would 
be desirable for the country on a permanent basis. 

THE CHAIRMAN: Well, there is always 
that in the background. There is always the possible 
legislation. Very often people want to avoid that. 
They would rather comply with the suggestion for the 
time being in the hopes that perhaps in time conditions 
would change and it would be lifted? 

MR. COX: Well, actually the way I was 
hoe ritettie of it is that he should go to the banks and 
say: took: you do this or I will change your cash 

reserves" or something. That is the kind of threat 
I was thinking of. 

THE CHAIRMAN: No, he does not have to 
make a threat. No doubt he has very persuasive 
arguments but there is something always in the back- 
ground and especially when matters emerge in which 
there is a national interest involved and people are 
approached most of them will accept the views of 
authorities that there is some national interest 
involved. If one individual decides to disobey the 
Berea tton he knows peweeokiy well that something will 
happen. 

| MR. BEATTY: Not necessarily. In the 


case of the finance companies controlled from outside 
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of Canada I believe there was an instance where they 
did not co-operate and nothing was done. 

COMMISSIONER BROWN: I think this clears 
up the point that unless there is some club hanging 
in the cupboard in the background it is more difficult 
for moral suasion to be effective? 

COMMISSIONER GIBSON: I do think there 
are circumstances, Mr. Chairman, where different groups 
Will recognize the national interest. I am sure 
the investment dealers would agree with anything that 
was suggested that might be in the national interest -- 
Similarly with the banks, although there is the 
possibility of the use of power always there. I was 
just trying to get some idea of the ranges of this. 
The sort of ioe rot I gathered from you was that 
it is not something continuing. You say partly in 
the nature of an emergency you think moral suasion 
is a good thing? 

MR COXRs ayes. 

COMMISSICNER GIBSON: And apart from that 
you do not? 

MR. COX: That-1s right. 

COMMISSIONER GIBSON: Do you run into this 
conflict of interest on moral suasion where some 
people will come in and adopt suggestions and others 
have not? a 

MR. COX: Not at first seer 
COMMISSIONER GIBSON: I mean in your industry? 


MR. COX: Oh, I think we have. We have 
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sdearintcry run into it in the case of the finance 
companies somebody mentioned. 

MR. MILNER: We have had it also, Mr. Gibson, 
in our industry which comprises 190 odd dealers where 
we have been requested on a moral suasion basis to a 
very limited number of our members and the viewpoint 
of the government was, I assume quite correctly, that 
if you ever tried to publicize it to 191 people it 
would not work. You might as well make an act of 
it so that they get two, three, half a dozen people 
who were the most important people in Lhakeoa rece tien 
field but fiat did not prevent the 186 others from 
carrying on their normal transactions and I do not 
think any one of the people involved had any thought 
that they were not doing the right thing by taking 
the suggestion of the central bank if they did not 
do a certain transaction. 

COMMISSIONER GIBSON: Perhaps another way 
Of looking at this thing would be to ask you whether 
or not you are in favour of the use of directives and 
controls by the central bank if that is related to 
the question of moral suasion. This is sometimes 
an alternative. 
| MR. MILNER: Well, I can answer that, I 
think, without any difficulty. We would much prefer 
moral suasion then having direct cohero Dt We do 
not like controls if it is humanly possible to avoid 
them whether from the central bank or any other source. 
I believe our freedom of action in being left to our 


Own judgment is far better than having legislation 
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Which 28 oOrOlLLicult’ to take orf. Once it is on it 
tends to remain. Moral suasion is a far better method 
of accomplishing what the central bank may want. 

COMMISSIONER GIBSON: I am thinking of 
Selected credit controls actually. 

COMMISSIONER BROWN: Such as the suggestion 
on page 27 of Section C. 

MR. COX: This is a question of margin 
requirements in that case, sir. RE think I would agree 
with Mr. Milner that if the Governor feels that some- 
thing needs changing along the line of these examples, 
if he is able to do it through moral suasion that is 
perhaps better than giving him legislative powers. 

COMMISSIONER GIBSON: You would rather do 
it informally than formally? 

MR, COX? Yes. 

COMMISSIONER GIBSON: Would you still say 
that if it would be a continuing problem? 

MR. COXS Well, (itor Sra. convinuing 
problem then I think it becomes a question of legislatio 

COMMISSIONER BROWN: I would just like one 
or two more fairly quick questions if I could get an 
answer. And this is in connection with the bill market. 
I wonder for the record if someone would care to outline 
the nature of the undertakings that are taken by the 
14 members of the money market. What obligations do 
you undertake in exchange for this right? 

MR. HARRIS: Tendering for treasury Dizi s? 

COMMISSIONER BROWN: No, anyone can tender 
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MR. HARRIS: No, a prime distributor cannot 
tender. You mean lines of credit? 

COMMISSIONER BROWN: Yes. 

MR. HARRIS: Well, the 14 lines of credit 
are in the central bank. They are given these lines 
first of all because they are dealers who have shown 
in the past that they are active and. able to distribute 
enough obligations and have shown a responsibility. They 
have got the capital that allows them to participate 
in the money market. The money market men must have 
quite a bit of capital. I do not know if all terms 
given under the Bank of Canada are in the same form 
or not. The Bank of Canada has a pretty good idea 
of each firm's financial responsibility and I think 
the fens which have the privilege of rediscounting 
money market securities at the Bank of Canada realize 
this privilege and react accordingly and participate 
very actively in placing government securities. Is 
there anything more? 

COMMISSIONER BROWN: Is there any obligation 
in peticets on with the treasury bill tenders? 

MR. HARRIS: The actual bill tenders? new 
was a little while ago a moral suasion directive -- 
this is what you are after, I gather -- it ee done 
in a very informal way. The dealers were allowed 
to tender for not less than 10 per cent of the 
treasury bills and not more than 25 per cent of the 
bills each week. This was to try and create some 


stability in the treasury bill market. Some directives, 
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I think, have been done more formally through letters 
to the firms with regard to the item we mentioned 
earlier for the ceomesae line of discounting their 
bank rate from the chartered banks. This was going 
through the formal channel. This other was not. 

It was informal through a meeting with the money 
market traders and not with the senior heads of the 
firms, I believe, at that time. 

Most firms have more or less abided by 
the not over 25 per cent, but recently I think in 
this crisis the 10 per cent has not been a very 
practical thing. People have bid for 10 per cent 
but some of the bids would be a way out of line. I 
think the bids are usually put in and scaled so that 
the Drei cee not very attractive. Does this answer 
the question? 

COMMISSIONER BROWN: That is what I wanted. 

MR. MILNER: The only other question, Mr. 
Brown, on that is that the 14 members report weekly 
to the Bank of Canada their position on the short term 
securities. 

COMMISSIONER BROWN: I would like to bring 
out one other point and that is: is there a presumption 
that if somebody who is not now in that market wishes 
to develop an interest in this that he can become one 
of the money market group? 

MR. HARRIS: The money market dealers, there 
has been quite a change over theyears. Recently one 


firm joined during the last year and it seems to be 
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quite a flexible organization. This is up to the 
Bank of Canada and not the I.D.A. but it seems to 
be quite flexible and there have been many changes 
within the money market since its inception. 
COMMISSIONER MACKINTOSH: I just wanted 
to add one point. Is there any suggestion of influencing 
your inventory through the short term money market 
instrument that you hold? 
MR. MILNER: None whatsoever. 
COMMISSIONER BROWN: On bankers' acceptances 
which I suppose we might say are almost stillborn. 
MR. HARRIS: Well, about two week's life. 
They were introduced in theory June 9th at which time 
theoretically a person using an acceptance could 
borrow 5 per cent as against a primary of 54 per cent 
and in theory now the acceptance is 6-3/4, 6-7/8 
compared with a primary of 6 per cent. At the moment 
nothing has happened. 
COMMISSIONER BROWN: The only question I 
was going to ask is, have you any comments on the 
$200 , 000 size? 
MR. HARRIS: Well, from my several weeks 
of study and my personal point of view I found some 
of the people who were interested in acceptances were 
interested in amounts less than that size. I think 
the type of formula that they use an.acceptance market 
for might be less than that. Acceptances are 
designed for self liquidating financing, warehousing 
and trades, and where in a single instance it is much 


more possible you want it over a period of time and 
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not on a particular day. 
COMMISSIONER BROWN: What do you suggest 
would be more acceptable than the $200,000? 

MR. HARRIS: Well, certainly $100,000 would 
bring more people into it. I think there is a problem 
of both the banks and the dealers on the paper work 
involved and I think $100,000 would be much more 
practical. 

COMMISSIONER BROWN: One question on corporat 

paper and finance company paper. In June 1938 the commen 
Was made that the dealer usually operates at a smaller 

commission than he would on finance paper and at first 

glance it seems a little odd because finance paper 

is on tap whereas this is a one shot effort, and one 

Separate deal. Can you put on record why it is 

a smaller commission? 

MR. HARRIS: Well, this came up through 
something we were discussing yesterday, competition 
within the industry to a degree. Corporate paper 
has indirect benefits to a dealer who conducts this 
account. 

he COMMISSIONER BROWN: You are servicing the 
account? 

MR. HARRIS: You are servicing the account, 
you are doing a job for him, you are helping people 
you have long done financing for. You are in 
competition and dealing with firms that Toute ye not 
had contact with so it has resulted over the past 
several years that the commissions usually have an 


edge on a permanent basis rather than finance paper. 
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COMMISSTONER BROWN: It is in the nature 
of a loss leader? 

MR. HARRIS: No,’ would not say that. If 
the volume was large enough during the year to make 
money on there is no problem there. Some of the 
demand paper is -- also I think the reason that is 
a loss leader it is only one firm and short term 
obligations. Those people at other times would be 
buying Canadas short term, they will not be buying 


finance paper on provincial obligations. 
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At one particular point they may want finance papers, 
and at other times they may want other obligations, and 
you have to service them in all fields, I think. 

_ COMMISSIONER MACKINTOSH: I have one question 
that refers back to yesterday's discussion largely 
in respect to corporate securities. I would like to 
put this question in order to clear ae the views that 
were expressed at that time. 

Mr. Milner, would you think BERS the association, 
or a considerable proportion of its members would favour 
leat tees ea under legislation of full and continuing 
disclosure as that is commonly understood by all the 
corporations issuing debtor and equity securities to the 
public? | 

MR. MILNER: Well, Dr. Mackintosh, we have had 
some discussions along that line of thought. “A few 
of us have taken a look at the ro areiene s of the 
New York Stock Exchange both as to liSting and, more so, 
on continuous disclosure, and again in respect of 
certain of the facts we were gathering, such as takeover 
bonds, voting stocks and various other restrictions. 

It seems to me, speaking personally, past an Canada with 
only nine Les instead of -- I don't know how 
many there are now; 51 or 52, or something like that. 

COMMISSIONER MACKINTOSH: There are nowl0O 
in Canada. 

MR. MILNER: I was getting the banks mixed 
up. With only 10 provinces, four provinces having 
practically identical securities regulations, that it 


would be well to consider such a system. How this could 
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be done legally I do not know. Whether this would 
necessitate federal legislation or whether you would 
have to have the combination of federal legislation 


and, using our old term, moral suasion with the province 


to change the regulations in respect to full disclosure 


and, more particularly, perpetual full disclosure annuall 
on all securities that are held by the public, I do not 
know. It would start oe simply with the three major 
peor exchanges. If the three major stock exchanges 
had, for instance, identical listing requirements that 
could not be varied to suit certain circumstances and , 
at the same time, if it were obligatory to publish 
quarterly earnings statements or, at the worst, half 
yearly earnings statements and annually to publish 

a proper digest of the operations of the company -- 

this is outside of their normal balance sheets that 

are issued -- so that the public could be informed 

as to what security it owned, whether it be a bond, 

a debenture or common stock, all carried to that extreme 
and if the legislation governing the listings were 

made adequate, along with completely adequate provincial 
legislation providing that every company that had 

public shareholders would be forced to abide by the 

same set of rules, I think.it would be the greatest 

step forward that could be fea both for the protectio 
of the public in the true sense of the word but, even 
more so, to strengthening the viewpoint of outside 
people -- that is non-resident people who would have 

a far better picture of our industrial development if 


such information were available. I do not know how it 
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1 could be done legally. We are completely at sea as 
y) to whether the securities acts could be superimposed 
3 from Ottawa, or whether they eotid not, but I would 
4 assume that £68 instance the Companies Act, which is 
5 federal legislation, actually has certain of these 
6 restrictions in it, but they have never been enforced 
7 and can only be enforced if somebody complains. Of 
8 course, the chances of an individual shareholder 
9 complaining are so negligible that companies are able 
10 to avoid disclosure in the normal course of events. 
11 I refer to full disclosure of course. I am sure that 
12 every one of our members would be in favour of the fullest 
| 13 disclosure that is possible, but I would like to have 
14 a couple of other people, if you do not mind, sir, 
15 make a few remarks in this regard. 
16 COMMISSIONER MACKINTOSH: Let me inter ject 
a here. At this point I am not interested in discussing 
18 whether you would do this by amending the Companies 
19 Act or by Eu pavaue legislation, or what the technique 
NW would be. That would be a later thing. I am not 
21 interested at this point in your methods of enforcing 
22 chiset I would like to clear in my own mind the question 
23| as to whether this group would feel that if this could 
24 be accomplished it would be a good thing and would 
25 support them in their various associations in carrying 
26 out what they think is proper. 
7 - °MR, MILNER: Dr. Mackintosh; I was only speaking 
28 ini thee particular instance not as Chairman of this 
29 brief committee, but as an.individual. 
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30 I would like to ask Mr. Beatty, if I may, if he 
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agrees with my premise. He could take it up at the 
association level and we could get you a very definite 
answer within a very short time. 

COMMISSIONER MACKINTOSH: Fine. 

MR. BEATTY: I feel confident that the members 
of the association would approve more complete disclosur 
if we can arrange it. I do not think it needs to be 
taken up at the association level. 

MR. STRATHY: Dr. Mackintosh, perhaps this 
is a persoral view as the result of vast experience 
which I have had in connection with the stock exchanges 


and I do not know whether you would like that, but I 


know that for the last number of years stock exchanges 


SAR ate have hoped that there would be a method found 
whereby they could regulate their listing companies , 
and that full disclosure be defined in respect of 
listing stocks. 

There has been a very difficult situation 
develop through the different rules that prevail on 
different stock exchanges. I am sure the will is there. 


Perhaps that gives a little broader viewpoint than 


just expressed by the I.D.A. 


COMMISSIONER MACKINTOSH: Thank you. 

Could I ask another question? I do not want 
to pursue this, but you are satisfied that while nobody 
could probably define literally what you call full 
disclosure, and someone a moment ago gave a more full 
cescription, you do feel that practically for the 
purpose of the regulations an acceptable definition 


of what would be full disclosure could be arrived at? 
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MR. STRATHY: I am sure it could be worked out. 

COMMISSIONER MACKINTOSH: It could be arrived 
at? 

MR OTR THY, s. ) L ene it could be worked 
out to the benefit and satisfaction of the requirements 
of the shareholders, giving them that information which 
I feel a lot of them think they should have. 

COMMISSIONER MACKINTOSH: That satisfies my 
requirements, thank you. 

THE CHAIRMAN: Would you be in a position to 
work out a definition of that kind which you would 
agree to as being adequate for the purposes? Would 
you be able to do that? 

MR. STRATHY: I think it could be worked out. 

THE CHAIRMAN: I do not mean right now. I mean, 
in due course perhaps you could send one to us that 
you think would be an adequate definition. 

MR acSTRATHY sind fam quite sure it could be 
worked out. I am not sure whether it is within the 
prerogative of the stock exchanges, or whether it is 

perhaps av soln Aathning ~«. 

THE CHAIRMAN: I am not interested particularly 
in who does it. 

MR. STRATHY; It could be worked out. 

THE CHAIRMAN: Since you are before us and 
you have made this submission as to your views on the 
whole subject, perhaps you could produce a definition 
which satisfies you and the stock exchanges or anyone 
else you may feel should be consulted. Such a definition 


would help us. 
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MR. BEATTY: The mortgage people should be 
consulted. 

THE CHAIRMAN: That is entirely up to you. 
If you could send such a definition in due course, and 
there is no great hurry about it, it would be of great 
assistance. 

MR. BEATTY: We could consult with the exchanges. 

MR. SHAW: ‘This is the. sort of question that 
could be developed when you hear from the exchanges, 
because it seems to me this is something that must be 
developed between the exchanges, ourselves and others. 

THE CHAIRMAN : You may keep this in mind and 
in due course you will be in touch with us agin, I am 
sure, and you will be in touch with the exchanges. 

MR. SHAW: Yes. The willingness is within 


our association to co-operate. 


THE CHAIRMAN: It.is easier for you to do, this, and 
ae satisfactory, than for us to do it. 

COMMISSIONER MACKINTOSH: At any rate I am 
sure the advice of the association is available to us. 

THE CHAIRMAN: Yes. 

COMMISSIONER LEMAN: Mr. Chairman, I have a 
few loose ends to tie together. I would like to refer 
the witnesses to paragraph 12 of Section E where the 
point is made there in regard to corporate financing. 

It is said in that paragraph that as shown 
by Table 3 on page 5 small firms have relatively 
more recourse to bank financing than the larger; debt 
constitutes a smaller proportion of capitalization (and 


much of the debt is represented by mortgages) and a 
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higher proportion of net profit is retained. 

I am inclined to question that all these conclusions 
flow from an examination of Table 3. For instance, in 
respect tothe retained earnings, which are about 
equivalent to what you call surplus in that table, 
except for the very small group of companies covered 
under $100,000 in total assets, the retained earnings 
do not seem to me to show a very great anaenaniice 
ascend with size. Would you agree with that? 

MR. MILNER: Well, Mr. Leman, in answering 
that question you must realize that the Rava) Commission 
on Finance has had a very tragic effect on the man that 
wrote this document for us. He put his back out this 
morning and is in bed. He has asked me to state that 
this was prepared completely by himself and one’ other 
firm in Montreal. I was wondering ct EC would be 
possible to have that gentleman give us the words he 
would like in answer, A alawe could submit this to you 
in writing later. 

COMMISSIONER LEMAN: I do not think we~-want 
to make a big issue of it, Mr. Milner. I just wanted 
to point out that that looked to be a strange situation. 

MR. BEATTY: I think he is referring to the 
Eee ane rather than the percentage earnings 
that are retained. The retained earnings are a greater 
proportion of the sources of capital available to these 
smaller companies. | 

COMMISSIONER LEMAN: Well, as I say, it is 
not a major issue. 


I would like to go through these questions rather 
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fast because time is getting on. 

There is a reference in Section E, paragraph 
36 to the effect that private See eel are becoming 
more prevelant as time goes by. I suppose there is 
statistical evidence to support this, but it does not 
appear in the brief as far as I can tell. Would you 
guess why that is? 

MR. MILNER: The private placement method 
of financing is cheaper in most instances than public 
financing. In its instigation in Canada, and I am 
speaking of in Canada particularly, some of our larger 
insurance companies who, with their contacts with 
various industrial concerns both large and small -- 
whether they approached the company or the company 
approached them, I do not know -- have made the suggestion 
through a dealer in allinstances that if the dealer 
would put these things togehter, they would be prepared 
to advance the company the money that was required 
under sea circumstances, and the dealer has drawn 
up the trust deed, etc., and has been paid a fee for 
such type of financing. 

Mr. MacKeen brought this up in his remarks 
before, that in bond financing of that kind it can be 
quite costly over a period of years to the corporation. 
It would not be at current interest rates, I hope, 
but at other interest rates when it is lower, it does 
become more expensive than previously. Your question 
I assume was asked in respect hs cost of such 
underwritings, and it is- cheaper. 


COMMISSIONER LEMAN: That was not quite my 
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last question. Why do you think it has become mare 
prevelant? Do you think it is because in general 
the cost to the borrower is somewhat lower? 

MR. MILNER: Yes. 

COMMISSIONER LEMAN: Assuming that that is 
so, the question stems from that: Do you tAtntithere 
would be a good case to be made for a wholesale price 
for corporate issues and a retail price, the two being 
different? 

MR. MILNER: Mr. Leman, our industry is 
convinced that the proper method of selling securities 
is at the same price for all investors. We have found 
it has worked out far better to have one price only 
rather than a wholesale and retail price. That-applies 
through the whole series of our operations both in 
government bonds, provincial bonds and Ber beRAte bonds. 

COMMISSIONER LEMAN: Therefore there is nothing 
today against private placements if they are going to 
take place? 

MR. MILNER: No. 

COMMISSIONER LEMAN: Yet in paragraph 38 B 
you point to the reduced interest to insurance companies 
for corporate bonds. Would you say that a reduced interest 
pero enous bonds that are publicly offered is a good 
thing, because you just said there was a trend toward 
private piasenentee 

MR. MILNER: Did you refer to paragraph 38 B, 
sir, in-Section’ BR? 

COMMISSIONER LEMAN: It appears at page 13 in 


Section E;you say that the reduction in the .leading role 
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of the insurance industry requires the investment 
dealer to turn to several other sources. The 
implication there is that there has been somewhat less 
interest on the part of the insurance companies for 
corporate bonds. 

MR. WADDS: I would think that is a matter 
of opinion, personally. 

| MR. MILNER: The answer to that, Mr. Leman, 
is that in the last few years there has been quite a 
marked change in the private placements mortgage 
type of investment by our leading insurance and other 
pension fund type of obligation, where they have finance 
by means of direct mortgage rather than through the 
bond route. This has cut down the amount of the public 
financing particularly in the secondary corporations, 
such as shopping centres and that type of aera leisy 
The shopping centres have been financed largely by 
means of direct mortgages with insurance companies. 

COMMISSIONER LEMAN: Those are lease-backs? 

MR. MILNER: And are lease-backs. 

COMMISSIONER LEMAN: As I say, I am going 
through these rather quickly. I would just like some 
simple answers. 

In relation to paragraph 50 of Section E you 
make the recommendation that the legislation be amended 
so as to permit comanies to deduct in arriving at 
taxable income the actual cost of underwriting. Who 
do you think that would benefit most, the operators 


or the investment industry? 
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MR. MILNER: Mr. Shaw, would you like to 


1 > 
answer that? js 

2 . | ee wees 

3 MR. SHAW: Briefly) the beprowers. 

all MR, COX: However, it might make refundings 


5 more frequent. 

COMMISSIONER LEMAN: Well, if we might 

7 jump now to 59 on page el. You make reference there 
8 to the fact brat there are some things in the Canadian 
Companies Act which tend to deter incorporation of 

10 companies under its positions, and SO on. What are 
the features that draw people away from federal 

12 incorporation? - 


MR. MILNER: There has been, I believe, 


13 

14 for about three years-.now -- there have been several 

15 committees formed from the leading corporate legal 

16 firms endeavouring to persuade the government to 

17 amend the Companies Act to cover a lot of the situations 
18 that are -- that they believe they could probably deal 
19 with better than they are dealt with under the present 
20 Act. 

21 Take aS an example the merger of a federal 
22 company With a provincial company where you run into 

23 the surplus situation. We put this into the brief 

4 wanting to see if it was possible to have the Companies 
25 Act looked into seriously for revision, but we do not 
26 want to go into it in detail because we believe that 

27 this is under corporate law. and that is the place where 
28 it should be dealt with. We did not deliberately -- 
29 we do not want to go into the details because it is 


30 a thing that is beyond our ken. 
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COMMISSIONER LEMAN: You are not implying 

it has a great effect on the matters we are discussing 
here, the flow of opinions, and all that sort of thing? 

MR. MILNER: Yes, it has an effect on | 
the flow of opinions. We think that a proper inter- 
pretation of the Companies Act would assist in the 
financing of industry. 

MR. SHAW: And in particular where it 
lists some of the things in the latter part of that 
paragraph boast we think should be revised. 

COMMISSIONER LEMAN: Would you turn now 
also quickly to paragraph J.9. You are referring 
there to secondary distribution. The argument here 
is to the effect that in the Canadian market the 


commissions paid in this operation are double the 


minimum stock exchange commission, whereas in the 


States it ranges from four to 64 times the average 
minimum commission rate. What is the base, what: 
is the minimum commission rate in both places? 

MR. CRETZIANU: These are secondary dis- 
tributions for which there are no set fixed commissions, 
and the. broker is at liberty to ask for whatever 
commission he thinks the market will pay. 

: several of 

In the United States/the secondary dis- 
tributions, ' the majority of the secondary 
distributions, - have been done at substantially larger 
Spreads than if Canada. There have been many examples 
of an overwhelming number of secondary distributions 


at over four times the usual commission while in 


Canada the secondary distributions are generally done 
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at the double commission, 

COMMISSIONER LEMAN: But is the usual 
commission lower than down there? 

MR. CRETZIANU: No, the stock exchange 
commission in the States does not differ very much 
from the Canadian one. It might be a little lower 
on certain kinds of stocks. 

COMMISSIONER LEMAN: Well, elsewhere 
there is a paragraph which tends to ee prove that 
ee in Canada is not much more costly than 
in the States, and here on the secondary distribution 
it is your assertion it is less costly on the average 
in Canada Ghani .iny-- 

MR. CRETZIANU: Yes, it is a fact which 
can be pe orea | that the commissions on secondary 
distribution in the United States are substantially 
higher than in Canada. 

COMMISSIONER LEMAN: I would like to ask 
you one more question. Going back for just a second 
to the municipal financing, do you believe that a 
municipal bond rati.ig service in Canada would be of 
great use to the industry and to the municipalities, 
especially less known ones; if they knew that they 
could make arrangements with a service to get themselves 
rated? 

MR. MILNER: Mr. Beatty, would you care to 
speak to that? 

MR.. BEATTY: I believe it would be a useful 
service. 


COMMISSIONER LEMAN: Well, somebody has to pa 
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for the service. Do you believe it is viable? 

MR. BEATTY: If it were such that it would 
be obviously profitable, I believe ‘there are several 
organizations who would have undertaken it by now. 

COMMISSIONER LEMAN: You do not believe 
it would be viable? 

MR. BEATTY: No, I do not believe it would 
be profitable. 

COMMISSIONER LEMAN: I would like now to 
_ turn quickly to two sections on which I do not have 
very many questions to ask, and one is the . 

risk capital section that you discuss in I, and 
then small business financing in L. There is a 
relationship there between the two. It shows what 
is being done by the present sector and we have heard 
from other people that it would be a good thing if the 
I.D.B. were disassociated from the Bank of Canada. 
Does tue Association have an opinion on this score? 

MR. MILNER: By being completely dis- | 
associated from the Bank of Canada, you mean it 

is run as a separate government department? . 

COMMISSIONER LEMAN: Yes, it would be 
removed from the control and influence of the Bank 
of Canada. 

COMMISSIONER MACKINTOSH: Presumably a 
separate Crown corporation? 

COMMISSIONER LEMAN: This has 
been suggested to us as a desirable development, and 
I just asked -- 


MR. MILNER: We have never frankly thought 
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of it, Mr. Leman. Just as a quick answer I enday not 
See where there would be ‘any difference. Surely it 
would be under the same aegis of government 
control, and I would not think that it would change 
the policy very much. I think what some people 
have complained about was that the I.D.B. was infringing 
on Siva te enterprise in Soria of their loaning 
policies; that is, under the incorporation of the Ie es 
it was supposed to be as I understand, a bank of 
last resort where people who could not borrow elsewhere 
were Biven government aid, and the difficulty with 
I.D.B. as I see it -- the same difficulty, of course, 
axnete in the finance companies to some extent -- that 
asiocror people that are borrowing from those two 
sources, that what they really need is capital and 
not borrowed money. It is not loans they want, it 
is some capital, and I think that this new corporation 
that has been formed generally by one of our members 
here, plus a lot of the larger institutions, is along 
the lines that we believe can be of great benefit to 
the country for the period of years where they are 
supplying capital, straight capital, to enterprises, 
which is what the enterprises need, rather than borrowed 
money, and if the bank were divorced from the Bank 
of Canada, -- the I.D.B. -- I do not see that it would 
necessarily change THis OLLCy 

COMMISSIONER LEMAN: These other people 
must have thought it might because this is the suggestion 
that they made. 


At the end of both sections -- and I have 
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mentioned I and L -- you end up with a recommendation 
in each case that Bene change be made in the tax 
structure to provide an incentive for raising capital 
investment, and more specifically in the small businesses), 
Well, that 1s something one often resorts to, but do 
you believe in general that we ought to start plugging 
our tax structure? After all, there is a little 
problem that crops up in the economy where they pay 
some kind of a tax incentive. 

MR. MILNER: No, I think that would be 
Saree one could do. 

MR. BEATTY: In this type of high risk 
operation that is envisaged, the provision of a reserve 
is the type of tax incentive that might make it worth- 
while. 

MR. SHAW: This is the sort of thing that 
has been used in European economies to encourage new 
risk capital; the sort of thing that has been done, 

I believe, in West Germany where they exempt from 
taxation, from your taxable income, the amount of money 
that you put into a new venture. That is generally 
the approach, without ipa into the details of the thing. 
This ig the incentive to the man with the capital to 

put his money into a risk venture and he shares the 
burden with the government, but it seems to work. 

MR. MILNER: Could I ask Mr. Leman to 
speak on that as well? | 

MR. LEMANs I would like to say a few things 
concerning the I,dustrial Development Bank. It has 


been the feeling of this Association that the bank 
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Should not operate in economic Dheres where underwriting 
by our Association are available at reasonable cost. [In 
practice this has been found to be in direct competitian 

With the Trauatuted Development Bank but only on rare 
occasions do we recognize it.. 

The other aspect of the operation lies 
in the most beneficial way in which it might operate 
in favour of small businesses; we do not pretend that 
this organization should be self liquidating, but we 
feel it should be a non-profit making organization and 
that if in support of sound management the security 

! 

required for each loan is high, it could all be 
realized on repayment of the loan and not retained 
to create reserves as security against future risks. 
The feeling of the I.D.B. is that it is very onerous 
on the small operator, and besides giving three or 
four or five year term loans they want additional 
security in the form of bonus shares or common shares 
and to retain these shares once the loan has been re- 
paid, which accounts substantially for the important 
amount of surplus accumulated in the investment 
development. 

COMMISSIONER LEMAN: On that section, the 
I.D.B. is run as a completely non-profit organization 
buses . circumstances flow from that. First of 
abhb,-4it Oua definitely be more wendeLtenye with the 
private sector than if it operates at a profit? 

MR. LEMAN: Well, the answer to that is 
the fact that in principle there are members who 


welcome any and all enquiries for underwriting purposes. 
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There are no corporate ventures which are not included 
in the services of our members. Some difficulties 
arise in the size of the borrowings desired and the 
quality of the management may be of the essence, but 
in principle we welcome ane and all borrowers who 
request the services of our members . 

COMMISSIONER LEMAN: I think this is all 
I have. . 

COMMISSIONER MACKINTOSH: Could I go back 
to your earlier answer, Mr. Leman. I understood 
you to say in cases where the borrower had paid back 
his loan that the I.D.B. ought to return the bonus 
Shares they had taken. 

MR. LEMAN: Well, the I.D.B. does not 
necessarily retain them, but they sell those shares 
back to the owners of the business. 

COMMISSIONER MACKINTOSH: Oh. 

MR. LEMAN: And it turns out to be a 
very onerous operation on the part of the borrower. 

COMMISSIONER MACKINTOSH: Does he have 
to buy them? 

MR. LEMAN: Well, his capital structure 
is left in the hands of the I.D.B.3; it is a measure 
of security. It is sound management from the point 
of the I.D.B. to enable it to take over a venture 
if it is not running properly, but if the operation 
has been successful and the loan has been repaid, well 
the I.D.B. could move out of the picture without 
penalizing the. owners of the business to that extent. 


COMMISSIONER MACKINTOSH: What about the 
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incidenc : where they took bonus shares and the venture 
did not succeed? 

MR. LEMAN: Well, the I.D.B. loans only on -- 
they have the security there. Some of their loans 
have turned sour, but the ene ene gy that there 
has been $18 million surplus accumulated over the 
period of years that the bank has been operating and 
the outstanding loans totalled $75 million at the end 
of last year, which shows a pretty sina weudeve for 
future risks they might take.. 

COMMISSIONER LEMAN: I have one last 
question in a completely. different field. We have 
heard a lot through the brief and through the dis- 
cussion about call loans. Are such loans called? 
Lsnunere a record, Olu thele being called often? 

MR. SHAW: We refer area as Saeeoatcd 
loans"! : | 

COMMISSIONER LEMAN: They are not called? 

MR. JOHNSON: There are occasions when they 
are called, but very rarely. 

MR. LEMAN: But very rarely. 

COMMISSIONER LEMAN: Would there be a case 
for a monetary policy if they should be called more 
frequently in response to monetary conditions? 

MR. SHAW: I find difficulty in seeing 
the purpose of that other than to embarrass the members 
of our industry who might be enjoying the loan.- What 
purpose would there be in recalling -- these are the 

lateral loans which we use from day to day in our 


business and apart fromthe ones that apply to many market 
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is it your suggestion that the monetary policy would 

be to restrict the operations of the dealers by suggestin 
to the banks that they reduce the amount of loans 
outstanding to the dealers? 

COMMISSIONER LEMAN: Is not the point that 
you want to make here that you have to at certain times 
finance with the country banks? 

MR. SHAW: That i8 a matter of economics. 

COMMISSIONER LEMAN: But Hea tatiS the 
rates are different, are they not? 

MR. SHAW: Quite substantially. 

COMMISSIONER LEMAN: .Therefore, would it 
not be a further instrumentation of the monetary policy 
if they were called in? 

MR. SHAW: And force out into the country 
banks the few that are left with the chartered banks? 

COMMISSIONER LEMAN: Yes. | 

MR. SHAW: Or absolve it. 

MR. ELY: You mean that the monetary policy 
might use that device to shrink the overall loan | 
rey vt by having the loan called and the security 
that was lodged against that loan sold? 

COMMISSIONER LEMAN;: Perhaps in the same 
way that happens to the bank. 

MR. SHAW: I think that we would consider 
that an undesirable development! 

COMMISSIONER GIBSON: This is in connection 
with the effect of interest: rates and credit conditions 
on the investment dealers; in other words, how does 


the monetary policy work through the investment organizatiion. 
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To be a little more specific, in tight money, in 

1956 and 1957 and again in 1959, what happened to the 
supply of funds for the new issues? Did they tend to 
dry up? 

MR. MILNER: The availability for.new issues? 

COMMISSIONER GIBSON: Yes, indeed. 

MR. MILNER: Yes, during some of that period: 
there was definitely a rationing of issues. In other 
words the interest rate took care -- not rationing, 
but the interest rates --- 

COMMISSIONER GIBSON: The interest rates did 
the rationing? 

| MR. MILNER: That is right. 

COMMISSIONER GIBSON: And this was effective; 
in other words, it cut the demand down to fit the reduced 
supply? 

MR, MILNER: Yes; take, for instance, in the 
municipal field: There was a number of instances in 
the municipal field where the improvements a municipality 
wanted to put in had to be postponed for a year on 
account of the interest rate, | 

MR. SHAW: Specifically, I believe cases could 
be found where pending underwritings at that time were 
deferred because the underwriter involved did not have 
the assurance that he needed that loan accommodation 
would be available to him at his bank. 

COMMISSIONER GIBSON: For him to underwrite 
the loan? 

MR. SHAW: If I understand your question correct VY; 


does this tight money condition -- under the loan ceiling 
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1 the only course left to the bank is that of rationing 

2 the available resources they have, and in such a period 
3 the underwriter would be very prudent if he were to 

4 have discussions with his bank to find out if he 


7) fitted into their rationing programme at the time. 


6 COMMISSIONER GIBSON: In other words, credit 
7 rationing by the bank meant less funds were available 
8 through the new issue market? 

| ‘MR. SHAW: ‘Itcould have been. It didn't turn 
10 out to be serious because in that particular period 

im the climate was not good for an underwriting, in any 
12 event. 

13 ae COMMISSIONER GIBSON: Well, how much did the 


14 supply of new funds fall off in these two periods? 
15 Was it a sharp reduction? 
16 MR. SHAW: sca 
17 | MR. BEATTY: It was a sharp reduction in the 
18 corporate field. 
19 MR. SHAW: Not for the reason the underwriter 
20 could not secure the accommodation, although it was 
21 a factor in the odd case, but it was simply that the 
whole investment climate was such that the underwriter 
would not mount an issue until the conditions clarified. 
COMMISSIONER GIBSON: Looking at it the other 
way round, did the high interest rates cause many 
postponements and deferments, and so on? Would you giv 
a few examples of this sort of thing? 
MR. SHAW: We made some effort to find cases 
where that happened and found some difficulty in finding 


Specific instances where a borrower was steered away 
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from the niente because’'of the cost of his money. 
It was more a concern about the success of his issue 
almost under any reasonable interest rate terms. 

COMMISSIONER MACKINTOSH: Of course, isn't 
that the same thing? If the borrower says, "I would 
be willing to pay more. I would be willing to pay 
anything reasonable", but the underwriter says, "To 
really make this issue a success you have got to pay 
a little more than is reasonable"? 

MR. SHAW: I think what would more likely 
happen is that the underwriter would advise his client 
against coming to the market under those conditions. 
He would not wish to see the credit of that particular 
corporation, which had enjoyed a relatively high rating, 
being forced into another category, if you like, or 
on to another shelf because of conditions which, accordin 
to every expectation, would prove to be --- 

COMMISSIONER MACKINTOSH: Whatever level you 
take the decision off at, it is all the same compound 
of reasons? 

MR. MILNER: In other words, the effect was 
decreased borrowing. 

MR. SHAW: Deferment. 

COMMISSIONER GIBSON: Where did you notice 

this deferment most? You have been speaking of the 
corporate field and the municipal field. 

MR. SHAW : J would think it became most 
apparent in the municipal field at that time with the 
deferment on the part of individual municipalities 


coming to the market under those conditions, deferring 
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their financing until a later date, but I would certainl 
like to hear other expressions on hare" 

MR. BEATTY: I would agree. The lower quality 
corporate borrower too deferred projects. 

COMMISSIONER GIBSON: Did most of these 
projects actually get deferred? In other words, did 
sepals succeed in stirring up money from somewhere 
else, to your knowledge, or were the projects actually 
deferred? 

MR. SHAW: There was a number of factors involved 
including the effect on the judgment of the board of 
directors of the company. In such times their attitude 
towards expansion is certainly affected if the whole 
situation is not particularly promising. The psychological 
effect upon the people who are planning expansion 
is particularly noticeable ‘in such difficult times. 

COMMISSIONER GIBSON: You think these tight 
money periods have really caused quite a deferment 
of expansion in the corporate as well as the municipal 
field, do you? 

MR. SHAW: I can't give you specific evidence 
that that was so in so far as giving you illustrations 
of cases where it happened, but I would express the 
general view that in total there probably was a considerable 
amount of deferment developed in 1959. 

COMMISSIONER GIBSON: And 1956, 1957. 

MR. SHAW: That period. 

COMMISSIONER GIBSON: In the corporate fields 
did you. see a evidence of people going to other 


sources, particularly to the United States, to get the 
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money? 
MR. SHAW: No. 
MR. ELY: Not necessarily, because most of 
the Canadian corporations have earnings in Canadian 
dollars and would be unwilling to commit themselves 
to paying American funds for their money. 
COMMISSIONER GIBSON: Some of them, of course, 
have corporate relationships with the United States? 
MR. ELY: Yes, they would sometimes look to 
that market but only if they had an income in the 
countries where they were borrowing other than Canada. 
COMMISSIONER GIBSON: What about your portfolio 
management advice during change of money conditions? 
In tight money, for example, is the sort of advice 
you give to your clients a very radical change to 
reflect the monetary conditions? | 
MR, CRETZIANU: I would think that in periods 
like today, when you can get very good returns on 
short-term money, we would advise our clients to 
keep their liquidites more in the short-term of the 
market. Generally, you are penalizing a portfolio by 
adopting a very liquid position. Either you keep the. 
cash, which gives you very little return, or short-term 
securities which again gives you a low return when 
compared to the long-term bonds. But at times such 
as now, for instance, you can have the best of both 
worlds and have both liquidity and a very good return. 
COMMISSIONER GIBSON: And this, of course, 
is a pretty marked change from the kind of advice 


people would be given a year and a half ago? 
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7 MR. CRETZIANU: Certainly. 
é COMMISSIONER GIBSON: When money was easier 
3 a year and a half ago, would there be a big switch 
Al in advising people to go into stocks, and so on? 
Blip MR. CRETZIANU: It all depends on the nature 


6 of the portfolio. We adopt for certain portfolios much 


more defensive positions than for others. Take the 


8 position, say, of an old person who has no other income 
9 than his small pension and his portfolio: We would 

10| advise a very defensive position, and whether money 

11 was tight or easy we would certainly advise keeping at 
12 least 30 or 40 per cent in long-term bonds in order to 
13 have both a good return and a very defensive position. 
14) On the other hand » &@ person with a good income of his 
15 own, with adequate protection: when he retires, certainly 
16/, would be advised to keep the bulk in equities in order 
17 to try to build a capital position situation. 

18) COMMISSIONER GIBSON: But is there quite a 

19 change in the direction of investment -- let us say, 

20 


the change from 1956, 1957 when money was fairly tight 
21) to 1958, 1959 or 1959, 1960 when it was fairly easy? 

od MR. CRETZIANU: As far as portfolio management 
23|| 48 concerned I still think it is at the short end 


of the market that it would influence our decisions. 


25 The factors which have brought tight money may induce 

26|| us to advise clients to switch their stocks because the 

27 companies involved may be more vulnerable in periods 

281) of stringent credit conditions. 

i COMMISSIONER GIBSON: Stringent credit conditions 
au are sometimes a reflection of the fear of inflation. 
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MR, CRETZIANU: Yes. 

THE CHAIRMAN: There is just one question I 
had in mind. Earlier in the proceedings there was 
reference made to the activities of your members in 
primary distribution of equities, and I gathered the 
impression that you did quite an extensive business in 
primary distribution of equities, or what might be 
called risk capital. You have a few paragraphs on risk. 
capital in the brief, and I don't think we have anything 
in the brief, and we haven't heard yet any indication 
of the magnitude of this sort of activity or the nature 
of it, and I think for the record it might be well 
to have some information of that kind. 

MR. ELY: The magnitude of equity financing 
in Canada? 

THE CHAIRMAN: Through members of your 
organization. 

MR. BLY s 4L.think members of the Investment 
Dealers! Association oeenenl do a very large volume 
of equity financing. When you think in terms of the 
amount of money through equities that have been raised 
for the chartered banks, the utility companies such 
as Bell Telephone, the steel companies, the gas pipeline 
companies, and the oil transportation companies; and 
many, many others, I would think from our records it 
is a very large volume. | 

THE CHAIRMAN: Would there be any advantage 
of having some more particular information of the 
issues of that kind that have been made over the last 


few years? 


no 


7 r 
as. 


- 5 


sh pia pine a U 
7h) aes rts ie = ws 
: - jb 1 ae ivy aie ee bk X 
7 : : 4 : oa = (Abra) 
> ny és = Rees aie » Cry 
i ~~ @ a 
Hi 
1S | oA 


os : 
ind 4 rae “entens, sets | 
gana. ovat oe inte Fab T, bas, tetad 9 ab a 
: : sattaoaber ws day pasesi d'neved ew brs shetag <a 


t a i a" 


te Re re te ote 


Rs 


a 
te 
Ma ety 


| onndacs Srtt 9d wavieos 20 toe allt, to Sbuslagem | a4 
ifiew ea : S tigter of pi0007 end. mot webs, I bas aa) | 


. 


“BRL oral’ nee Si, ehehceea aut em = e 7 o 
fsbacso aa | 
‘uo to gtsdmem davoad?  :MAMATABD BHT | 17 ip) | r 


-MOLIBSINAZIO 


a ee a Tee ee 


5 + reid mount ad? 0 gaedmom woldd I. sY¥ia .AM 


| omtov eptst B5e¥ # ob uidadorg notistooaeA \areleed a 
| eis Io eared af watds voy sornw waatodsatt yettspe. to 
| bald hae feed evad tadt estitups vould yenom to dagomis 
| teenie asfnaques ytiitey- edt ,sdagd besetasdo ent tot 1 


satiegiq zea orf Bel paqaiog feeta oft .anodgqelel [fei es | 
bis laelnegqmoo dotvsdsoqaqest Lio. ent bos eo lneqmod [ 
$f ebtoo0%, tho. pont mates bivow i ,etedie Yasm oem 
« ULOV agtel vxey B, bie | 
eyetasvie ys ad ores DLeow. i MAMALAHS RE r ea if 


add 0 corseuan' sat wivottasg Dan a si 
aa ee stave by: a ois ee wa nh “a te | aon 
| | ie Wey el oe 


hie 7 


ie empties int mmmamate > emegean S < MR R  m 


Ae ga hee A aie ae iid aan iby 


Nethercut & Young am 3052 = 


Terente, Ontario 

1 MR.BEATTY: It would be in the Bank of Canada 

2 statistical summaries. 

3 THE CHAIRMAN: Well, if we could have a reference 
4|| to that, that perhaps would be good enough. 

5 MR. ELY: I think there are references to that, 
6| Mr. Porter. I think you will find the volume is very 

7 large. 

8 MR. SHAW: It has been on a descending scale 

7) “an the last 10 years. 

10 | THE CHAIRMAN: During our hearings throughout — 
11| the country it has been pointed out from time to time 

12 there are certain difficulties in raising equity capital. 
13/ It always seemed to me there was a great deal of equity 
14) capital raised in this country from year to year, but 

15/ I would like to have it on the record of this Commission. 
16 MR. SHAW: Something that might be added to 

17] the record, Mr. Chairman, is that under the conditions 

18] that prevailed in the last two years through the energies 
ofour association there has been repatriated to Canada 
very substantial amounts of Canadian stocks which were 
previously held by what we refer to as the N.R.O. 
investment companies -- Non-Resident Owned investment 
companies -- which were put together in great size over 
a four or five year period from about 1954 to 1957 or 


1958, which in the past two years, for one reason or 


another, have been divesting themselves of these shares 
and they have been returned to Canada and placed in 

the hands of Canadian investors very largely through 
the activities of members of our association. I think 


that is an accurate statement. 
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1 MR. ELY: I think that is quite correct. 
2 There has been a tremendous amount of repatriation, 
A of foreigners selling our Canadian equities and their 
4 being absorbed into Canadian hands -- a very large 
5 volume -- for the last two years all running in 
6 one direction: Foreigners selling and Canadians 


- absorbing. 
8 COMMISSIONER MACKINTOSH: Could you give a 


9 rough idea in the equity capital raised of what the 


a0, proportion was to subscription rights and what by direct 
I is 

tt underwriting? 

12 MR. SHAW: The great weight of new capital, 


the significant new equity capital raised in Canada 

14 in the past four or five Saane wou be through rights 
15 by reason of the fact this capital was raised by larger 
16 and more significant corporations expanding their 


ie equity base. 


18 MR. BEATTY: This is primary stock equity 

19 capital. Preferred, of course, have gone the other 

20 way. 

21 MR. MILNER: Would you care to have us submit 
22 some figures to the Commission, Dr. Mackintosh, as 


23 to the total amouut involved? 


24 COMMISSIONER MACKINTOSH: I don't know that 
22 is necessary. 
26 THE CHAIRMAN: Personally, I would like to 


27 see figures on the whole situation, not only on the 
28 breakdown as to the rights aspect of it, but generally 
29 speaking. I think it would be useful to have that 


30 on the record. 
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MR. SHAW: Might I suggest, Mr. Chairman, 
through your secretariat; any figures that have been 
suggested here that they have not already put together, 
or do not have readily available, that we might assist 
in the gathering of that, and we would more than 
Willing to co-operate. 

THE CHAIRMAN: Well, you see what we have in 
mind, and see to what extent new enterprises have 
been financed and equity financing, and existing 
enterprises have expanded: It will be very interesting 
to have that information. 

MR. MILNER: We will get the information for 
you, Mr. Chairman. 

THE CHAIRMAN: In due course. 

MR. MILNER: Yes, in due course. 

THE CHAIRMAN: Gentlemen, thank you very much 
one the vast amount of information you have contributed 
to us in the last two days. It has been a very useful 
discussion from our point of view and I hope it has 
been from yours, and we appreciate very much indeed 
the tremendous amount of work and the tremendous amount 
of tought which you have put into the very comprehensive 
brief. 

MR. MILNER: Could I express, Mr. Chairman, 
on behalf of everyone here our appreciation of the very 
wonderful treatment we had at the hearings. We have 
enjoyed every minute of the discussions. I know I 
am speaking for everyone here. 


THE CHAIRMAN: I think that enjoyment is from 
hindsight. We will now adjourn until 8.45 A.M. tomorrow. 
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FOREWORD 


In planning the preparation of this Brief, 

The Investment Dealers! Association of Canada gave 
consideration to the size and scope of the subjects to 
be peneidensa, The Association concluded that it would 
either have to obtain the services of professional 
consultants or that it would have to break up its 
presentation into a number of subjects and have one or 
more of its Members prepare memoranda on an assignment 
- basis. It was appreciated that the latter method would 
produce PewsAderabié variety in style and approach, but 
these drawbacks wére thought to be more than compensate 
for by the intimate knowledge on which our Members 
could draw in dealing with the subjects at hand. 

The memoranda supporting this Brief were, therefore, 
prepared on a "committee" basis. 

The Association regrets that certain 
statistical and financial information which the 
Commission would like to have and, which it would like 
to offer, is not obtainable. Neither the tWdividual 
firms nor the industry as a whole, have maintained 
records of the type which would enable detailed answers 
to some of the questions asked by the Commission on 
internal operations. In some cases, this information 
- is not obtainable because of the overlapping nature of 
the stock, bond, money market and underwriting business 
However, the trend toward centralized record-keeping, 


through the use of computers, may provide the inform- 
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ation for more detailed analysis in the future. 


A.J. Milner 
President 


The Investment Dealers! Association 
of Canada. 


June, 1962 
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RECOMMENDATIONS AND SUGGESTIONS 

The following recommendations and 
Suggestions are derived from and supported 
by the evidence and exhibits comprising 
Appendices A - N, These recommendations 
and suggestions appear in more detailed 
form at the end of the various appendices. 
A minority of members have indicated that 
they do not concur with those marked with an 


asterisk (#). 


THE INVESTMENT DEALERS! ASSOCTATION OF CANADA RECOMMEND 
- OR SUGGESTS :- 
with respect to 


I. GOVERNMENT OF CANADA ECONOMIC AND FISCAL POLICY: 


REFERENCES 

Appendix Paragraph 
ie that a sound fiscal B 22, 32-40 
policy be adopted immediately by the 
Government of Canada; that inherent C “| Geet 
in this policy be the objective of 
approximately equivalating budgetary Exhibit 44 
deficits which may be incurred in F 32-39 
recession years with surpluses in 
years of prosperity and that this policy 
be considered essential to the effective 
operation of the Bank of Canada and the 
maintenance and growth of a broad market 


for capital in Canada; 
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Px that the Commission examine B 14-16 
the areas of conflict between debt ® S13 
management and control of currency Exhibits 5-7 


with a view to determining whether 

these functions should be separated; 

Ba that the Commission examine B 14-16 
the Bank of Canada's role in operating F 50 
the purchase fund and voits trading for 
Government accounts with a view to 
determining whether these functions 
Should be handled by the Department 
of Finance or other trading agencies; ~ 

4, that the Commission examine a4 56537 
the Government's exchange policy with Exhibits 22-2 
a view to determining the adequacy 

of our exchange reserves, our position 

vis-a-vis the International Monetary 

Fund and the desirability of a 

"negged" rate; 

Sa that the Commission consider J 59 

the valuable contribution of foreign 

capital to Canada's post-war develop- 

ment and recommend policies intended to 

maintain a favourable investment climate 

in Canada to ensure that this capital be 

available, if and when needed; 

or that, to the extent that its M 35-44 


necessary or desirable to import capital Exhibit’ 2 
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REFERENCES 
Appendix Paragraph 
from foreign countries, Government 
- of Canada policies be established 
which will encourage the purchase 
by foreigners of debt securities 
rather than equity investments of 
all kinds; 

Li: that the Commission examine G io I, 
the question of withholding tax on all 

foreign flows of short term investments 

into Canada's money market with a view 

to recommending that they be not 

discriminated against because they have 

little influence on the factors affecting 
non-resident control of Canadian resources 

and manufacturing; 

Ge that the federal budget address F 31 
be de}¥vered during the month of April 

each year; 

Dé 4 that an informative public F ar 
statement on the state of the nation be 

made by the Federal Government annually 


' Quring the month of October; 


TO. that a standing committee B 61-65 
compesed of men from The Investment C 9-13 
21-28 
Dealers! Association of Canada having beh 
experience and independent judgment Exhibit 7 
13-19 


in the marketing of Government of 
I 46 


Canada Bonds be established by 
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Government decree to act in an 

advisory capacity to the Bank of 

Canada and the Department of Finance 

in connection with such matters as the 

marketing of Government of Canada issues 

and open market and trading operations; 

ai. that an annual sinking fund of B 1S) 
l-per cent of the principal amount of 

Government of Canada 1astes with maturities 

in excess of three years be established; 

V?. that the Commission examine the B 26-32 
advisability of placing less emphasis on C 9(v) 
Government financing through Canada 

Savings Bonds and inquire into the proper 

maximum limit of purchases of these Bonds 

consistent with maintaining them as a true 

savings instrument; 

rhe AP that the Government at the time B 63-64 
of issue offer at least a substantial C 10 
portion of all new issues to the public F 48 
through normal channels at advertised 


prices; 


¥ oblb g that the financing of the Canadian 

National Railways and other Government B 66 
agencies be arranged through large C A ies) 
national syndicates composed of invest- Exhibit 7 
ment dealers: 


ins that, with the exception of 13 B 42-59 


Hgsags1s? xtbceqgA 


7 ‘as nt tos od eex.eb dmemarevod | 
4 to Ansa eld ot ystosqso Yioatvbs — 
a sonsar? to tnemtusqed oft bos sbaasd 
4 edt es eredism Nove diiw noktsenndo at 
eS 


wa aoueal sbsens0 to tnemmisvod Io antseNasm 


- ranokisyego gnibsit bas Jexuasm nego bas ° 
4  €£ 4 to Saet gatNake Lsvane ns sacs ee | I? 
a to dnvoms Isqkoatiq edd to dado seq © OL 
astiinudam Adiw asveel sbsasd Io dasmateved frm 
; :bedeftidstas sd aysey setdt to aasoxe ak eS a 
Sf-3S @ odd sntmexe noteatmmod edt tadd or et 
(vje J m0 @fasdgqmo eeol satoslq to yiitlidsetvbs jl 
sbsn89 dguondd gntonsatt daemaxevod ‘el 
reqorg' say ovat oxftuont Dos -absaod exntvse oi 
eboaod saesdd to goeasdoivg to timil momtxsm i 
esuntd 8 a& mods xotatstnism dtiw ¢nesetenoo - |S! 
:doemurtent eantvee er 
G@ omit edd gs tnsmanxevod odd gsddt *: Les ‘Tos 
0 Laneasstage & Jasel tis tStto syeat to ig 
% ofiduq ont ot geueel won [Ls to norsaog ss 
bextdievbs de elennedo Lamton Hgvoads es 
.eo0fig as 


astbsasd edt too gntonsatt edd tsdt ALO 
& Sasmayvevon rSsddo bas ayswilsA LIsnotdsv 
fe) egies lt figuoudd besost1s sd aotoners 

_-teevat to beesogmoo astsotbaya Isnotisna 


413 :arelsob tne 


Netherout & Young 


Torento, Ontario 


A.8 


REFERENCES 


Appendix Paragraph 


and 14 above, the present economic 

and efficient methods employed in Canada 
for treasury bill financing, marketing 

of Government of Canada and provincial 
issues be continued; 

with respect ‘to 

II TAXATION: 

16. that a Select Committee be N 
‘formed to study and assess the entire 

tax structure of Canada with the objective 
of devising an improved taxation system 
better able :to meet Canada's economic 
needs; «that: before holding public 
hearings such Select Committee carry 

out its initial deliberations on a 
confidential basis at the highest level 

in order to arrive at some definite con- 
clusions under objective conditions; that 


such Sslect Committee be composed of highl 


67-76 


Bsa2y( 1) 


(Li) (i2) 


A 


qualified individuals having a broad working 


knowledge of the present tax structure with 


most emphasis being placed on its practical 


operation in’ business and in the economy 
as opposed to its legal and accounting 
operation and that such a Committee be 
composed primarily of representatives of 
business from members of The Canadian 


Chamber of Commerce and Board of Trade, 
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Appendix Paragraph 
representatives of finance from 
members of The Investment Dealers! 
Association of Canada and The Canadian 
Bankers! Association, practical economists, 
representatives. of the Canadian Tax 
Foundation, and, secondarily of members 
of the legal and accounting professions; 
yy that the Commission consider N "14-33 
recommending that the twelve specific 
areas of our tax. structure outlined 
in Appendix N be carefully studied, with 


particular reference to: 


(a) an incentive method of applying N 23 
taxation; 

(b) the use of indirect taxation as F 38 (2) 
an alternative or partial N 19-22 


alternative to personal and 
corporation income tax; 

(c) the tax disadvantage to Canadians,J 66 
compared to U.S. citizens and N pick 
corporations, in respect to 
the development of Canadian oil 


and gas natural resources; 


(d) the merits of the 20 per cent tax I LT 
J 22-25 
credit and to the further reduction 
N 26,27 


of double taxation in Canada 
(e) the requirement of the Canadian N 29 


economy for continuing and 
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Appendix Paragraph 
substantial growth in which 
an ever increasing quantity of 
equity capital is essential and 
which indicates that any capital 
gains tax would be inadvisable and 
not in the best interests of Canada; 
and 
(f) the merits of enabling a taxpayer 
tevobtain a tax’ ruling priorsteo N OQ 
a transaction; 
18, that corporate income tax 
legislation be amended to permit companies 


to deduct financing costs as expenses; E 50 
with respect to 


III. BANK OF CANADA: 

wey that the Bank of Canada Act be © £ 
amended generally to clarify the Bank's Exhibit 4 
relationship with the Government and 

particularly to @stablish an improved 

procedure for the resignation of the 

Governor of the Bank of Canada either 

by his own volition or by request of 

the Government or parliament; 

20. that the Commission examine G 44-60 


W 


the use of "moral suasion" by the Exhibits 31-42 
Bank of Canada to influence such 


things as stock margins, instalment 
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sales, iterm lending by 
chartered banks and the reserves 
of "near banks"; 
ih: that the Board of Directors C 18,19 
of Bank of Canada be selected from Exhibit 12 
men experienced in matters of 
finance and business; 
2a that direct participation C 19 
of..the Board.of..Directors of the Bank 
of Canada in policy making be establish- 
ed by having the executive committee 
of the Board meet fortnightly and 
the Board as a whole meet monthly; 
23. that, in order to convey to G 41-42 
the nation the economic health of the Exhibits 29-30 
country, an administered bank rate F AO 
be, re-established; 
a4. that, in order to continue B 19-21 
to foster the growth of the money G 45-48 
market, the right of participants 
to sale and repurchase agreements 
with the Bank of Canada to the extent 
of their, lines of -eredit. and at the 
average weekly tender for 90 day. 
bills plus + of 1 per cent be 
continued; (for minority view see 
Appendix C-43) 
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established vetwaen the Bank of 
Canada and the money-market dealers 


for the purpose of trading in money- 


market securities; 


¥D6, that the Commission consider C 40,60 


recommending that the agreement between Exnibits 26,2 
the chartered banks and the Bank of 
Canada in 1956 establishing secondary 


reserves be terminated; 


oe. that the Bank of Canada be C 17 
urged to publish from time to time Exhibit. £1 
pamphlets intended to clarify the F ode, 


Bank's functions and actions; 
aN 28%, that the trading departments G 29-30 
of the Bank of Canada in Toronto and Exhibit 20 
Montreal be given more authority; 
29. that the Bank of Canada be F 46 
urged to institute a programme designed 
to expedite its replies to firm bids 
or requests’ for firm offerings from 
dealers; 
with respect to 
* IV. SECURITIES REGULATIONS: 
ws that S.E.C.-type legislation E 51-54 
be not established in Canada and that 
the Commission take note of the progress 
already achieved towards uniform securities 


legislation uniformly administered and 
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the work presently in progress 
to achieve this objective; 
Blt. that the Commission examine K ph eee ily 
the protection provided under the 123 
securities.acts for shareholders of 
both open and closed end investment 
trusts and mutual funds and make 
recommendations for such additional 
regulatory legislation as may be 
deemed advisable; 
bas that the various securities E 55 
acts,be amended: to permit the distribution 
of preliminary tprospectuses “to prospective 
securities purchasers; 
with srespect ;to: 
V. JUNIOR GOVERNMENTS : 
2D that the Commission consider B 33-40 
recommending the use of savings loan 
type issues by provincial governments 
beisharply curtailed; 
liv 14: that life insurance companies D 22 
- be permitted to evaluate holdings of 
municipal securities at the amortized 
book value in the same manner as for 
federal and provincial securities; 
Af that school debentures, owned D 23 
by non-resident insurance companies, be 


accepted for deposit by the Federal 
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Department of Insurance; 
36. that no change be considered D eu 
with respect to the ‘tax status of Exhibit E 
tie acs payments on municipal 
debentures, 
with respect to 
VI. CHARTERED BANKS: 
BRE that every encouragement be given 
to the continued healthy development of 
the investment dealer's ability to 
perform satisfactorily ‘the important 
underwriting function, and, in particular, 
(a) that the banks continue 
to refrain from making term loans in H 28 
excess of a reasonable limit in amount 41-42 
to business corporations where the time 
of repayment is deferred beyond that of 
ordinary bank loans and from purchasing 
a security negotiated directly with the 
customer as distinct from buying a 
publicly issued security in the market 
and 
(b) that there be no further H 44-9 
extension beyond the relatively few 
cases of long standing which may exist, 
of the inclusion of banks in syndicates 
underwriting corporate securities for 


resale to the public, particularly where 
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such inclusion would place the 
bank in the dual position of banker 
and underwriter and where the sale 
of corporate securities is for the 
purpose of paying off bank loans; 
38. that section 91 of the H 14-17 
Bank Act and section 71 (1) of the 
Quebec Savings Bank Aetyowhaen 
sections impose a ceiling of 6 per 
cent on rates that may be charged 
on bank loans, be repealed; 
39. that the chartered banks Be eS aes 
be encouraged to adopt policies and 
procedures resulting in their call 
loan interest rate schedules being 
subject to periodic review and to take 
appropriate action to keep these rates 
in line with market conditions and 
competitive rates from other sources; 
with respect to 
VII. FINANCING SMALL BUSINESS: 
Ho, that the Couhara ben consider E 13 
recommending that special tax advantages 
be given to investment companies 
Specializing in financing small 
businesses; 
41, that the Commission consider L oe SEG 
recommending that the proceeds from TO 


loans to small businesses by institutional 
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investors be subjected to a 
reduced corporate tax burden in 
order to encourage this type of 
financial activity; 
42, | that the banks and insurance L bs eo mee) 
companies be encouraged to apply a 
portion of their funds to the 
financing of small businesses through 
equity purchases or long-term loans 
to small business investment companies 
similar to those operating under the 
Small Business Administration Act 
of the United States; 
with respect to 
VIII. . MISCELLANEOUS 
43, | that the difficulty of obtaining 
accurate statistics for assessing the G 16,24 
roles of the various borrowers in the 29 , 46 
money market be recognized and that 49 
more information be obtained and published 
concérning the borrowing by provinces, 
municipalities and corporations in the 
money market; 
Hy, that the inadequacy of the 20,27 
statistical material available con- On. 
cerning stocks and stock ownership 
be recognized and that the Dominion 


Bureau of Statistics assemble and 
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« publish this material; 
AS CaF that the Commission examine 4 65 
the participation inthe stock Table 15 
market of Canadian financial 
institutions and pension funds 
in comparison with those in the 
U.S. and make such recommendations 
as will encourage increased 
participation by them; 
46, that the Commission examine E 57 
the important matter of expropriation 
ef electric utilities with a view to 
recommending that the Federal Government 
devise means to minimize the temptation 
to expropriate arising out of Federal 
tax treatment of the provinces; 
NT, that the Commission examine E 58 
- Shareholders rights in the light of | 
certain recently employed "take-over" 
techniques ; 
48, that the Commission examine E 59 
the Companies Act of Canada with a 
view to recommending removal of certain 
anomalies in it which tend to deter the 
incorporation of companies under its 


provisions. 
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and other submissions the Commission be 

aware that the Investment. Dealers! Association 

of Canada believe it to be in the best interest 

of Canada, that, insofar as is possible the 

changes which the Commission deems it advisable 

to recommend be induced by the provision of suitable 


incentives rather than through legislative action. 
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SUMMARY 

(The following is a summary of 

Appendices A to N which contain 

the detailed evidence supporting 

this Brief). 
THE INDUS TRY AND THE ASSOCIATION 
The Industry - Appendix A (part. 1) 
be The investment business as we know it today 
dates back to the 1880's. At the outbreak of the 1st 
World War, over three-quarters of all new issues of 
Canadian bonds were still being placed im London. It 
soon became necessary for Canada to turn to domestic 
sources tonfinance)-the, war effort. In six, loans 
the investment community was able to raise over $2.2 
billion from 2.8 million subscribers. The magnitude 

- and success of this effort stimulated the rapid 

development of the industry in Canada. 
Ze In 1920 a committee of dealers and banks 
was formed at the request of the Minister of Finance. 
to deal with a heavy return flow of securities from 
London. Redistribution of $150 million of Victory 
Bonds was achieved and an orderly market maintained. 
During the 1920's over 80 new investment firms were 
formed. .In this period the upsurge of industrial 
development induced a large volume of corporate 
financing. The size of new issues increased and the 
industry rapidly developed the methods of underwriting 
corporate and government securities, which, while 
modified and improved, are still in existence today. 
De Subsequent to 1929 the industry underwent 


a period of trial as earnings, tax collections and 
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security prices declined precipitously The 
disruption of markets which occurred when. Britain 
went off the gold standard caused a serious crisis 
and impressed dealers with the need of speeding up 
the distribution of new issues. In general, the 
decline in volume of new issues in the 30's led to a 
greater emphasis on secondary market trading, a 
concentration on security analysis and an increasingly 
sophisticated approach to Ppaapc tél matters resulting 
in part from detailed work done on corporate re- 
organization and debt re-adjustment. 

Busy. During the 2nd World War the securities 
business was centred in the work of the National 

War Finance Committee, In the war period over 23 
million subscriptions were obtained for the various 
loans which totalled $13.1 billion. 

BY As the post-war period began, the industry 
was convinced by its wartime experience that there 
could be a large increase in the securities business. 
Low interésSt rates, inflation, the liquidity of 
investors based on government bondholdings and the 
favourable economic environment encouraged a strong 
trend toward equity investment. Increased financial 
capacity and the employment of more highly trained 
staff enabled dealer organizations to underwrite 

and distribute larger issues and generally to expand 
their business. 

6 The post-war period saw the Bank of Canada 
become the dominant factor in the high-grade bond 


market. Since the Bank introduced the money market 


Thue 
eat .ylavotigtosng beatloeb seotag ytiiwoee 


aistird nettw oeteiie ape sa ap evedren to foltiquialh | 


ie abe ek call 
Sed 


atatao scien 8 beens Siabnddd biog ont *t0 InSew 


qu anibseqa To been edt Atiw seetacs Seneoequt bas 


edd ,[sienes; al . .asmeat wen “to notdudiadetbh SAF - 


~S ot bol e#'0€ oft of aoveel wen to smuLov ak entloeb 


& ,eaiberd Jodusm yrsboioosa ad a@fesdqms rsds90713 


 Ylgntessiont ms bis efeylens yitavose no dotderdasonoo: 


anitivuess syettaem tefonann od osotcgs boetsoltetdqoe 
“98% SIs TOgIOD MO sob Niow belisteb mort disq wt 
STohomtaugbs~er tdeb bas noftsstassto 

aeidiwooe ‘eit 16W blxoW bal edd gatiwG) ooo 
Isntoftsv edd to wtow sit mi bertrss (asw ‘eeodteud 

CS tevo bofieq tsw sAt al “,oeddt immed sodsatt iswW 
avorisvy edt tot bentstdo stew enokiqtisedie soki fim 
0fLLEd L.€f3 belistos dotdwoansol 

visveubat eat .nsged bolweq asw-teaoq- edd BA +e 


eiedy dsdt soneiveqxes omidisw ett vd BsonFvaoo asw 


eaotifaud eeltinvose ent at sassront eaursl 6 ed -piuos 


to ysiblupti edt ymotislint .estsi°se@Stot dt wod 
sid bos agntbhlodbaod taeminevo”y mo beesd atoteovat 
snore & besstvoots tnemnortvas otmonods sidsavovat 


fstonsntt beaeseronl  [tromteovat YiIiups baswos Hass 


benisis yvidstnh stom %6 Jaemyolqms ead bas ytkosqso 


eviuwisbay ot anotisstassi0 telseb belidans Titsda 
basgxe ot yilsreneg bas esueet teyisl studtatarb fas 
~289ntaud tists 


sbsns0 to Wash edt wse botteq tww-teoq enT > re) 


Pood ebs ig-deid sdd mt sotost sasabmob sa3 emooed — 


eat fe ee ees ae a ee en ee ee —— 


Nethercut & Young A eae 


Terento, Ontaric 


in June 1954, investment dealers have generated a large 
volume of trading in short-term securities. The 1950's 
saw a great expansion in the sale of Canadian securities 
to foreigners. The post-war period illustrated again 
the ability of the industry to adjust to changing 
conditions, demands for funds and investor preferences. 
Py As at Dectmber 31st, 1961, The Investment 
Dealers! Association of Canada it Dia.c.) had 189 Member 
directly employing 9,329 people, of whom 14.5 per cent 
were partners and directors. A survey in August 1958 
showed the industry employing 8,589 people in 196 firms. 
Thus, in this period, while membership declined by 7 
firms, the number of personnel increased some 8 per 
cent. These figures indicate a trend in the industry 
toward rising employment based.:on the need ifor a) larger 
number. of office workers, analysts, traders and the 

like to support each salesman. 110 I.D.A.C. members 
have staffs of 25 or less and of these some 60 employ 
tess (than clO persons.i« Inthe matin these .smali finms 
have been built on the knowledge, capital and sales 
ability of a few senior partners, 

 e - Appendix A (part 1) describes the internal 
organization of an investment house. One important 
common denominator of all firms except those few which 
are controlled in the United States, is that without 
exception the officers, partners, and directors 
‘actively participate in the business. 

Ghar ts The investment business in Canada is 
characterized by the great variety in the size, type 


of business, and the kind of clientele of the various 
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firms... Broadly speaking, the integrated houses are 

the large national firms which underwrite, distribute, 
trade, and evaluate practically ali types. of,securities. 
Distributing houses do not customarily originate 
industrial.issues but. participate.in their distribution 
and carry, on. trading.in outstanding. securities. 
Specialty.houses: are. those which restrict their business 
primarily to such. areas as unlisted. stock trading or 
buying: and dealing in municipal or religious issues. 
“LO, Underwriting is a,.principal function..of. the 
investment dealer. The. dealer underwrites. by buying 
all.or.part of.an. issue: for his own: account. or, jointly 
with others, by.winning a public tender for securities 
and by negotiating new issues. While not underwriting 
in a strict. sense.other methods of acquiring new issues 
used by underwriting houses include arranging private 
placements and acting as agent for issuers. Under- 
writing firms form a key group in the list of primary 
distributors which the Bank of Canada uses for offering 
new Government of Canada issues. In provincial issues 
‘large national underwriting syndicates may negotiate 
for. the,spurchase of, the: issue ..or.in.the.case.of.smaller 
issues..several.such.syndicates may,,bid.at: public.tender. 
Municipal issues are bought by underwriters through 
public tender. or.purchases.arranged by private 
negotiation. Government of Canada money market issues 
are dealt in primarily by 14 investment dealers and the 
chartered banks. . The Treasury Bill segment of this 
market represents a large volume of transactions at 


very small margins. Bills are tendered for each week 
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at public auction. Corporation: issues. are. generally 
underwritten after direct and private negotiations between 
an underwriting house andithe company. In these issues 
the investment dealer assists in designing the issue 
‘in accordance with the requirements of the company and 
the current preferences of the market. The underwriting 
function as applied to the various types of securities 
soe ined ebbing: is described in detail in Appendix A 
(parts 199 

tad : Another major function of the investment 

dealer is that of trading in outstanding securities. 
Through his trading activities the dealer establishes 

and maintains markets and thus provides liquidity and 
‘establishes value levels for securities not listed 

on exchanges. Most dealers active in Mle orid arty markets 
carry inventories which enable them to.conduct an 

orderly market and ’to deal in the size required by 
financial institutions,. The street market’ of the dealers 
is handled by their traders. The larger firms will have 
a number of traders who may specialize in money market 
securities, Canadas, provincial8, corporates and 

unlisted stocks. This trading is done through a networ 
of direct telephones and other communications facilities 
on a truly national basis. The kingpin of this market 

is the Bank of Canada whose prices and actions with 
respect to money market securities and Government of 
Canada bonds provide the bench for the "government" market 
and for the-evaluation of lesser securities.» While 
market information is passed onby word of mouth, 


printed information, primarily quotations is disseminate 
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regularly by some 25 dealers and the I.D.A.C. 

ean eTS A third and increasingly important function 

of the investment dealer is the provision of a variety 
of services. Advice to buyers, sellers, and issuers 

of securities is given through interviews, telephone 
communications, memoranda, analytical reports and the 
like. In addition, the dealer's growing business and 
the increasing ‘sophistication of his clients is requirin 
provision of more information in the form of economic 
and industry studies, market commentaries, offering. 
‘lists, notificattoni of called ‘bonds ete. Portfolio 
management services are offered to clients by a number 
of dealers, The: rapid growth if, the demandfor these 
services, in eas years has necessitated that dealers 
expand theip researchwand, clerical staffs. 

AB. In contrast with other financial institutions, 
investment dealer organizations are small and character- 
~ zed by a high degree of independence: and individuality. 
Over the years they have adapted themselves to changing 
conditions in a manner which has resulted in a continual 
broadening of the Canadian capital market. Mr. J.E. 
Coyne, then Governor of the Bank of Canada, in a 

public address made on December 14, 1959, stated: 

” Saicte YER olla have in Canada a well 
developed Atonawatie capital market, 
particularly in-respect of ‘the distribution 
of securities issued by governments, local 
authorities and business corporations. This 
is primarily the field of activity of 


investment dealers. I think there is little 
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| doubt that the financial machinery existing 
in Canada for the placing of new issues of 
securities on che market..is the equal. of 
that of any country in the world and, in 
proportion to our size, it probably arranges, 
year in- and year. out, for the provision of 
a greater quantity of new capital to those 
requiring it than is the case in any other 
country. in. the world. ;,The, results achieved 
are a reflection of the industry and enter- 
prise and broad national outlook of our 


investment dealers....” 


The Association - Appendix A ant 2 
“Hd The Assoc f&tion (‘The Investment Dealers! 
Association of Canada) was formed in June 1916 under 
the name of the Bond Dealers! Association of Canada 
with 32 members. By 1920, membership had grown to 
104 and in 1939 there were 140 members. Peak membershi 
~of 206 was reached in 1958 and since this time member- 
ship has declined to 189, In 1925 the name was 
changed to the Investment Bankers! Association of 
Canada but ibaa passage of the Bank Act in 1934 use lof 
the word "bank" was restricted and the name of the 
Sener ee a to be changed to The Investment 
Dealers’ Association of Canada (I.D.A.C.) 
15°. Membership in the Association is governed 
by its constitution and by-laws. Membership is open 
to all those carrying on business as investment dealers 
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profits result from underwriting, distributing or 
buying and selling investment securities in Canada. It 
Is required that at least 50 per cent of the partners 
or officers and directors must have been in the invest- 
ment business for at least five years. Minimum standard 
varying with the type and size of the business are set 
to prescribe the amount of capital each member must 
maintain. The by-laws of the Association have been 
continually amended to reflect the changing standards 
and requirements of the industry. 
ree: Pre Pep re ro. ts “rear tzed "ona Navlonal 
basis and for its purposes Canada’ is*divided”~ into six 
districts with the “chairman of each district executive 
committee being a vice-president of the Association. 
Each district has a Business Conduct Committee, “and 
there -Is a National Business Conduct Committee, The 
National Association has a permanent executive staff 
‘at “tts head “office "in “Toronto “and at “its “branch ‘office 
Mr marercal. “le eens s Ls Nou GirecGLy COMparavlLe 
with associations in other countries. 
hr gar AMM Loa Lune eCLor OL Che LsUersue to UME 
protection of the investing public by endeavouring to 
-maintain the highest standards of ethics and reliability 
As a’eontrol the IT.D.A.C. makes “all members subject to 
periodic routine reviews of the type of business they 
conduct+’ “The “I. DeA.C. also devotes considerable” time 
to the protection of its members and to the advancement 
of Association objectives by taking a broad interest 
in economic, legislative, tax and other matters. This 


preier is an 'trlustravtor cor cnat “interest. witle day-to 
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day control over securities trading is carried on by the 
Bond Traders! Association of Toronto and Montreal, the 
I.D.A.C. exercises ultimate responsibility for regulatin 
secondary trading. 

18. Another prime function of the I.D.A.C. has 
been to provide education on investment matters for 
employees of its ‘members and for: the’ general public. 
Since the inception of the employee education programme 
in 1947, 5,996 persons have enrolled in the two courses 
provided and 3,601 have stuctessfully completed at least 
one vot *thesei courses) cA iduteiewecte is now being 
prepared which is designed to improve employees! 

- knowledge of the banking, accounting, contractual, 
regulatory and legal aspects of the investment business. 
Each year the I.D.A.C. has distributed through several 
universities a home study correspondence course 
entitled "How to Invest Your Money in Bonds and Stocks". 
A total of 20,000 persons have enrolled in these- 
courses. Also in co-operation with universities and 
school boards, the I.D.A.C. has established lecture 
courses in which 1,700 Canadians were enrolled in 1961. 
By using voluntary speakers panels composed of members, 
the I.D.A.C. now provides about 100 public addresses 
a year for various organizations. Its film "A Matter 
of Importance" has neues over 300 showings since it 
Was produced in 1954. Through these and other means, 
the I.D.A.C. is making’ a serious effort to improve 
the public's knowledge and understanding of investments 
and the investment business. 


19. Apart from occasional surveys, the I.D.A.C. 
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has not been a statistics gathering body. The year-ends 
of its members are scattered throughout the calendar 

year and no two firms keep their books in the same way. 
It may be desirable. {in the future to standardize account| 
ing practices: toa greater degree. This would make the 
regular collection of: statistics feasible, ©The I.D.A.C. 
does make a contribution by gathering and assembling 
abecnen on member borrowings outside of the banks, and, 
in co-operation with D.B.S., by assembling and distribut- 
ing information on the sales and purchases of securities 
between Canada and other countries. Each business day 
the I.D.A.C. makes available quotations on a large 

-and representative list of bonds and debentures traded 

in Canada. The I.D.A.C. has: prepared and produced a 
number of publications which have been found to be 
valuable within and without the industry. Copies ot 
these are exhibited. 

ao. In-addition, to these specific: functions, 

the I;D.A.C. has made important contributions by 
virtue of its liaison activities with many bodies such 


as the Canadian stock exchanges and the Canadian Bankers 


Association. 


FINANCE DEPARTMENT & FEDERAL & PROVINCIAL FINANCE 

~ Appendix B 

ake The Second World War brought about such great 
changes in the Canadian debt structure and in debt 
management that study of pre-war conditions would have 
no. real significance. Also, the inflationary forces 


created during the war, together with the deferred 
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-demands for all forms of social capital, both from 

within Canada and from foreign countries, greatly 
stimulated capital expenditure. Low interest rates 

and rapid economic expansion induced a vastly increased 
volume of Canadian and foreign investment into the equity 
field. The public tended ‘to reduce the proportion of 
federalsgovernment bonds in their portfolios and there 
was a growing reluctance on the part of many investors 

to apply more than a limited portion of their funds 

to long-term bonds. While certain important institution- 
al groups are obliged to buy fixed income securities, 
-even these tended to°’apply higher proportions to better 
yielding securities and equities. These developments 
have tended to narrow the market for long-term Federal 
Government bonds. 

eet Incthe latter part of the 1950's, the 
government accepted the principle of deficit Aeeaonne 
as a stimulus to a lagging national economy. Lack 

of investor interest in long-term debt securities 
necessitated the government financing its requirements 
largely in the short-term market and through Canada 
Savings Bonds, which latter, now comprise 22 per cent 

of the government debt. These activities have tended 
tocdistort \theebond market: and reduce theeLliquidity 

of long-term Bonds. The increasing dependence on 
financing through Canada Savings Bonds, which are in 
effect demand obligations, rather than through term 
issues, isa regrettable trend. 

aot The root of the problem is fiscal policy. 


It would probably have been impossible to finance the 
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large deficits of recent years by other means. Fiscal 
policy should direct more attention to debt retirement 
in periods of prosperity. This, combined with provisio 
of a fixed annual sinking fund of 1 per cent per annum 
on all. outstanding federal government issues over 

three years, would pravide the market with the confidenge 
it needs, 

en. It appears that there is a tendency for debt 
management policy to be unduly subordinated to monetary 
policy and it is suggested that the Royal Commission 
inquire as to whether debt management and control of 
currency have conflicting interests and whether these 
functions should be separated... 

a5 It seems appropriate to study the possibilities 
of returning to an administered Bank Rate, which would 
clearly indicate the state of the Canadian economy. 

In order to foster the growth of the money market, 

the money market participants should continue to have 
the right to sale and repurchase agreements with the 
Bank of Canada, at the average weekly rate established 
at the tender for 90-day Bills, plus ¢ of 1 per cent. 
26) In the last five years large federal 
government deficits have necessitated substantial 
increases in debt. Now, out of a total debt of $18.6 
billion, only $8.4 billion or 45 per cent is for a fixe 
period of over 4% years. Nearly $4.1 billion or 22 per 
cent consists of Canada Savings Bonds. Savings Bonds 
are designed for individual investors of modest means. 
They encourage the ownership of liquid assets by a 


large number of families who might not otherwise be 
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inclined to save. Thus they play an important part in 
Canada's financing. However, in view of the large 
amount now outstanding and the high eost-of this’ type 
of financing, we suggest that the Government should plage 
less emphasis on financing through this type of medium 
and that the maximum to any one buyer be limited, 
consistent with maintaining a true savings instrument. 
are In Appendix B, a comparison is made between 
methods of financing short and long term government 

and provincial securities in Canada with the methods 
used’in Great Britain andthe United States. The 
Canadian methods appear to be well suited to the 
requirements of this market. Indeed,they represent a 
combination of adoption and evolution starting during 
the First'World War and the result seems particularly 
appropriate for our requirements. The syndicate method 
or“rregotlating’ ror, or bidding ‘ion,provinclal tesues 
has’ evolved into’ a very satisfactory’ method of purchase 
and distribution. However, ways and means could be 
found to improve the liaison between the investment 
community, the Finance Department and the Bank of Canad 
wirlen could probably result-in more efficient “and 
effective marketing of new Government of Canada issues. 
To achieve this objective, a standing committee on the 
marketing of government bonds should be stablished by 
Government decree. 

28, Because of the Federal Government's control 
of the money supply; the dangers of it relying on 

short issues and Savings Bonds are not as great as is 


the case with the Provinces. In the main, it would see 
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that the Provinces should issue short term securities 
or savings-type securities only under conditions when 
long term credit is not readily available. Provincial 
borrowing is primarily for long term projects and long 
term debt should be issued against these projects. 

The large requirements of the provinces can only be 
raised by strong groups of dealers. In the case of the 
larger provinces national syndicates are needed to 


handle their requirements, 


BANK OF CANADA - Appendix C 


29. The recommendation of the Royal Commission 

on Banking and Currency in Canada under the Chairmanshi 
of Lord MacMillan prepared the way for the establishmen 
of the Bank of Canada and the delineation of most of 
its functions. It soon became evident that while the 
Bank should have freedom in implementing monetary policy, 
such policy must be in agreement with that of the 
'Government. The unhappy events of 1961 suggest the 
need of a formal procedure to solve disagreements 
between the Government and the Bank on both fiscal and 
monetary policy. 

30. The original Bank of Canada Act (1934) 
provided that the Bank was responsible for debt 
management, but it did not actually become the 
Government's agent until 1938. Since this time and 
particularly with the growth of the welfare state 
concept, debt management has tended to cause a conflict 
of interest for the Bank. The Bank's objectives are 


"to regulate credit and currency in the best interests 
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of the economic life of the nation, to control and 
protect the external value of the national monetary 

unit and to mitigate by its influence fluctuations in th 
general level of production, trade, prices and employmen 
-so far as may be possible within the scope of monetary 
action, and generally to promote the economic and 
financial welfare of the Dominion". Debt management 

has periodically hindered the Bank in carrying out these 
functions. 

- Bah The placement of new Government Canada issues 
is carried out by a number of different methods, normall 
through primary cercrapitany including the Chartered 
Banks, members of the I.D.A.C. and other’ brokers and 
dealers. Most of these distributors do not normally 
take positions or make tharkets in Government securities. 
We contend that consideration should be given to reducin 
the unwieldly list of primary distributors to those 

who regularly operate in this field. In some new issues 
the amount being publicly offered is unknown due to 
Government or Bank subscription. This causes uncertaint 
particularly in view of the fact that such bonds may 

be re-offered at a later date, since the adequacy of 

the pricing and the judgment of the market's ability to 
absorbe an issue depends to a large degree on the size 
of the issue. On occasion the Bank has acquired the 
entire amount of a new issue at the advertised price 

and subsequently sold the bonds to primary distributors 
at a higher price. Such techniques are undesirable in 
our view. To a considerable degree these unorthodox 


activities have been necessitated by the Government's 
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heavy cash requirements. 

3a, The statistical material provided by the 
Bank is invaluable to business and government. More 
frequent publication of explanatory material would be 
helpful. 

Do The MacMillan report emphasized that the 
Directors of the Bank should be men of experience, skil 
and integrity. Our investigation indicates that less 
than one-half of the man years served by the outside 
Directors of the Bank have been served by men whose 
gaxditenichiye was related to financial business. In. 

the future more emphasis might be laid on the selection 
of men with experience and skill in financial matters. 
34, The Bank's most important function is to 
influence economic conditions by effecting changes in 
Chartered Bank cash positions. As important and relate 
objective is to broaden the market for Government 
securities and the Bank has taken a number of forward 
steps to increase the liquidity of the market. A 
further step in the form of extending bank lending 
facilities to selected dealers on collateral now beyond 
the term of the money market might be explored. 

35. : Open market operations are a traditional tool 
of implementing Central Bank monetary policy ahd these 
operations are more effective if ithe securities markets 
are broad and resilient (see definitions Appendix F). 
The Bank can effect such operations by buying more or 
less at weekly bill tenders as well as by operations 

in the securities markets, At times the Bank seems 


to have underestimated the psychological results of open 
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market dealings. Since the bill sector of the market 
is broad and resilient it seems logical that the Bank 
Should conduct its open market operations primarily 

in the short term sector of the market. In-»periods 

of crisis when disorderly markets may occur, there may 
be occasional need for the Bank to transact business 

in longer maturities. 

Bic: In connection with Bank ‘trading, it Catrvoulltid 

be ‘pointed out that its traders: in the financial centre 
of Toronto and Montreal are not given sufficient 
authority and discretion. Also, its trading department 
are understaffed. Although they will deal with all 
dealers some pressure is removed from Bank traders 

by virtue of the $250,000 minimum on Bills and bonds 
due within three years and a $100,000 minimum on other 
transactions. But consideration should be given to 
limiting trading of the Bank to these organizations 
which endeavour to make markets regularly. 

. Bis The Bank of Canada is responsible for operating 
Government accounts and funds such as the Securities 
Investment Account, (which is used to invest surplus 
Government cash) and the Unemployment Insurance Fund. 
Operation of the latter has in the past frequently 
necessitated buying or selling action which was 
contrary to the Bank's monetary policy. Due to portfolto 
changes in 1961, this is no longer such an important 
factor. The Bank also operates The Purchase Fund 

for the Government. The market has been unsettled 

by the knowledge that securities in this and other fund 


might be re-offered at any time. This trading can have 


“ | abofreq aI .t¢exvwem odd to r0¢0908 mist drone odd nt - 
as: 


ysm etsdt ,mvo00 ysm etexiem yinrebroetb aedw efetto to 


at 


eeetitaud gosanstd oF Aasd@ edt sot been Lshotesooo ed 
ee a } | .8eld baud sm omnia tt 
oa biwode di .gnibsad slosa ddiw noftoemnoa al ineodnt. a} 
 heateeo isfonentt edd af -erebsrt ett dedt duo betmtog «sd 
ae tasfolttvue mevig tom ors IsewtaoM bas otnortoTt -té 
- @dnemdiegeb antosyt adiopoelA ».coftenakb bas ot troddus 
a tits ditw lesb [fiw yods davont lA  sbetiaserebai ong 
4 earebs xd anise mort bsvomet at eimjeroig smog erelssb 
ae abaod Dis ellta co mumiatm 000,0AS# eft to outatv yd 


oa 


: 
iy reve mo mimints O0OO,OOL? s bas ersey sould ofddiw sub 


a 
_ 


ey 


od mevig od Dilveda nokisrsbilanoo tu@ ~,enottosens7t 


eg 
oe: 


anoftissinsgio se@edt ot Nasd ont «to gatbentt gatstimtt£ 


-Yinsivget atentism sexism o¢ avovsebas dokdw 


gatvsiego t90l eldienoqaet: ek ‘sbened oto Naed ont aot -<) cham 


aeftinveea edd as nowa abawl bas adnvooos daoemarevod 
avlquve taevat ot bean ef dofdw) ,dnvoood tnemdtesval 


»biul sonsivanl JnemyolqmeaU edt bas (deso soemantevod 


4 Yisceoups tt tesq elt mE esd retts£ cond to nofsis1sqO 


“sw dofdw aoltos gniilea to antyud betadteesosn 


ofgor2n04 ov oud .yokiog yisterom Be 'aasG odd of YiIsis aoe 
dasdiogmt as sova tsanol om ef aidd [dCi nb eesgnsrio 


baw sasdorsd sdT aesdereqo oelé Wis oT +. x0tost 


Siaae tendo bis atdd ni asittuwwose tend sgbslwond edt yd 


tonrem erlt to totose Iftd edd sont2) segatised toiasa 
Nasd edt tandt [sofgol amese ti doetitees bas beord at 


yifinsmixg anottigiego sexism meqo ath toubnoo blyone 


beltteesau msed asd teolrem on? ST romates vod ont Te. 64 


~~ r 
: : 
‘ ** 


_beved nso sabhersd -eitelP. oc emethst var te here tinder ahehctkee. of 


A A 


—- 


— 


Nethercut dé Young 


Terento, Ontaric 


A.36 


important affects on the banking system and also can 
bevconfused with open market operations and thus be 
unnecessarily disquieting to the market. | 
38. When the Bank purchases or sells exchange, 
it may contract or enlarge Chartered Bank reserves. 
Until recently, exchange reserves have been sufficientl 
steady that the Bank's operations in the exchange 
market have had no significant effect on the Canadian 
economy. Since the declaration of the Government 
Exchange Policy in 1961, substantial changes in this 
fund have’oceurred.' “Dislocations: inecthe exchange 
market have resulted. A full examination of this area 
of the Bank's responsibilities and operations would 
be desirabie at this time. 

39. Since 1954, the Bank has had the power of 
regulating the cash reserves of the Chartered Banks 
and since 1955 secondary reserves have been required. 
It would seem that the agreement that requires 
secondary reserves is now at best of doubtful value. 
HO, Traditionally changes in the discount rate 
Signal changes in the intention of the Central Bank 
and-touch- off adjustments through the entire interest 
rate structure. To our knowledge, Canada is the only 
country where this is not true today. Because the 
discount rate is tied to the bill rate, changes in 

it have little psychological impact. While the Bank 
can effect moves in the discount rate by buying or 
selling Bills, other central banks employ both open 
market operations and discount rate adjustments to 


indicate their policies and intentions. It is suggeste 
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that the Bank return to an administered rate. 
HI, The Bank's monetary policies would be more 


effective if other institutions which accept deposits 
and make loans were subject to regulations equally 
effective to those which the Bank exercises over 
chartered banks. It is further suggested that the 
Commission consider whether powers should be given to 
the Bank to influence margin requirements, terms of 
instalment purchase, term lending by banks and cash 
reserves of "near" banks. The Bank's ability to deal 
with these a: is at present largely dependent on 
its powers and moral suasion. While most of its attempt 
at suasion have been successful, occasionally its 
objectives. have not. been attained. Failure in this 
area can prove to be embarrassing. 

he, Even under the most harmonious fiscal and 
monetary politices, actions of the Bank can never 
provide a perfect solution for Canada's economic 
problems. It can only act in a broad and general manne 
to bring ee an atmosphere more conducive to the 
attainment of desirable economic objectives. 
Occasionally, in the interests of orderly markets, 
actions must be taken which tend to controvert 
monetary policy. Bank effectiveness is severely limite 
in periods where fiscal policy must take precedence 
over monetary policy. The emphasis of the Canadian 
economy on international trade implies that deficit 
spending or expansionary monetary policy does not have 
as strong an effect as many might expect. ‘Such policie 


have little influence on foreign demand for our product 
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and indeed, in so far as they may influence costs and 
prices, .could even reduce this :demand. On the other 
hand, such expansionary actions are dissipated to a 
considerable degree by substantial imported goods. 
With these limitations in mind it is urgent that 
paeet inet return to fiscal orthodoxy as soon as 
possible. Cyclically balanced: budgetary policy is 
needed to bring fiscal and monetary policies back into 


harmony. 


MUNICIPAL FINANCE - Appendix D 


AZ, The Canadian municipality is responsible 

for matters which primarily affect local residents. 
While education is considered a provincial responsibility, 
facilities and teachers are provided by the municipalit : 
Municipalities owe their existence and authority to the 

- provinces... The: special sphere of operations, of the 
municipality necessitates » discussing? its. capital 
financing separately from provincial finance. 

Hy, The municipality's basic sources of capital 

are current revenues, grants from senior governments 

and. the proceeds from the sale: of debentures. The 

rapid population growth since 1945 combined with the 
demand for higher standards of services has resulted 

in increasing municipal capital requirements. In some 
provinces, provincial corporations have been establishe 
to buy municipal debentures and in some others annual 
grants covering a percentage of annual service charges 

on debentures are provided. Such assistance has 


aided municipalities in obtaining their capital require 
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ments and in holding down their borrowing costs. 
45. & The traditional method for a municipality 
to-raise capital is by selling debentures. Normally, 
the established minicipality with a moderate capital 
borrowing programme will achieve good results by 
calling for tenders. However, a municipality with 
a heavy anaes wh programme may be well advised to 
market issues through a fiscal agency group. Cities 
‘such as Ottawa, Hamilton, Vancouver and Toronto have 
followed this practice from time to time. Fiscal 
agencies may also be best suited for new municipalities 
and-those in special circumstances or difficulties. 
A fiscal agency ensures that issues are properly 
- prepared and well marketed. Sometimes calls for 
tenders.are sent to only a.small list of;dealers. 
such notices should be published in an official gazette 
so that all dealers will have an-opportunity to tender. 
In general the bid that provides capital at the lowest 
cost should be accepted. 
46. Municipal debentures are evaluated by 
comparing them with the issues of other borrowers. 
This comparison necessitates a lot of information and 
statistics. Of prime importance are information and 
statistics which will display the quality and 
diversity of assessment, the tax collection record, 
the weight of the debt and the debt history. Compariso 
is made difficult ts the variety of bases of assessment 
and statistical information from province to province. 
Standardization on a nation-wide basis would be very 


helpful in evaluating municipal credits. In addition 
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to the basic evaluation the investment dealer must 
consider such features as term, redemption clauses 

and coupon rates. 

he The chief markets for municipal debentures 
are financial institutions such as the chartered banks 
and trust companies which favour purchasing the shorter 
maturities and the insurance companies and pension 
funds which favour purchasing the longer maturities. 
Capital requirements of Canadian municipalities in 

1961 were estimated at $471 million or about 46.5 per 
cent of total provincial financing in that year. 

Since the imposition of the 15 per cent federal with- 
holding tax pradticarayray of the capital requirements 
have had-to be raised in Canada. This has. denied 
municipalities the advantageous rates which were being 
obtained on external borrowings and tended to increase 
borrowing costs. Consideration should be given to 
rescinding this withholding tax. 

48, Marketing of issues would be assisted if 
municipalities would refrain from offering true serials 
which result in odd principal amounts that are difficul 
to sell. In general, serials are difficult to sell to 
the public because there are so many different maturities. 
in the early years designed for sale to the banks and 
others, and a long term sinking fund maturity to 
satisfy the requirements of other institutions and the 
~ public. Sinking funds would create some demand for 
outstanding debentures and assist in making a market. 
The market for municipal issues would also be improved, 


if the Department of Insurance were to permit insurance 
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companies to evaluate their holdings at’ the amortized 
book values as is «the practice for federal and 
provincial obligations. Also, school debentures should 
-be made eligible for 4c Sarat by non-resident insurance 
companies. In our opinion the issuance of tax exempt 
debentures in Canada would not result in a substantial 
improvement in the market or in significantly lower 
debt service charges. 

4g, The provinces have been increasing their 
assistance to municipalities. A simple but effective 
form of assistance is to require municipalities to 
provide the provinces concerned with information about 
their history and economic and financial condition. 

The provinces then distribute the information to dealer 
and very often incorporate it in tender notices. 
Another effective method of assistance is for the 
province to remit certain grants to the paying agents 
for the debentures so that these grants may be used 
Ginectly. iimrservicing the tdébt-e (This procedure nas 
resulted in lower borrowing costs for the municipality. 
The market for municipal debentures has been assisted 
by purchase of parts of issues by various provincial 
_accounts, but probably the most effective form of 
marketing assistance is the provincial guarantee of 
principal and interest payments. This is undoubtedly 
of major importance in marketing of issues of little 


known or low rated municipalities and school boards. 
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CORPORATION FINANCE AND LEGISLATION - Appendix E 
Corporation miinetite 

50, During the 10 years, 1949 - 1959, the number 
of companies tabulated by the Department of National 
Revenue rose from 35,706 to 86,996 and their assets 
from $21 billion to $63 billion. There are several 
assumptions which should be kept in mind in using these 
statistics but subject to these, 38 per cent of the 
application of funds of these companies over the period 
was derived from long term:debt and equity issues. 

For the capitalization of the finance and utility 
segments of this. group debt is a higher proportion 

of the total. In the manufacturing sector 60 per cent 
of the funds _— generated internally, 12-per cent 
from the issuance of debt, 14.5 per cent from equities 
and 13.5 per cent from other sources. Over the 10 year 
period this tabulation showed capital expenditures 

of $11 billion with capital cost allowances contributin 
$6.Tnblbitentor about 60 per cent. Reflecting this 
large contribution of internally generated funds, the 
working capital ratio of the group declined only 
shiBbhtlyifrompazadeine1Gh9 terrae tls in 1959. .The 
percentage of debt in the capitalization increased 
from:l2iperecent to.1lfper.cent,. The. trend.towards 
higher»proportion of debt in the capital structure 

was particularly evident in the case of. smaller 
companies where there is a strong desire not to 

dilute ownership and to achieve leverage. Smaller 
firms also showed a noticeably higher proportion of 


bank borrowings in their capital structure. 
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Sib. It is important to note that the cost of 
issuing debt in the post-war period has been lower than 
- the cost of raising funds through issue of preferred 
and common shares, A rising corporation tax rate is 
responsible for this and the higher this rate the 
greater''is the “cost: differential.’ At today's rate a 
company can afford to pay an interest 108s of 8 per 
cent before the net cost exceeds a dividend rate of 
4 per cent. At a 40 per cent corporate tax rate the 
interest-rate-equivalent of 4 per cent dividend would 
be reduced to 6.7 per cent. The pronounced tendency 
e his corporate income tax rates to creep upward provides 
positive incentive for unsound corporate financing. 
The financial structure of companies varies according 
to size. Small companies tend to have more recourse 

to bank and mortgage financing and to retain Aiigher 

proportion of profits. These differences reflect 

the dase with which large companies can obtain funds 

in the market. 
Fay Date published by the Bank of Canada on new 
issues of securities from 1949 - 1960 shows a total of 
$8.8 billion being raised, of which $5.2 billion was 
debt, $.6 billion preferred, and $3.0 billion common. 
Rights issues of the chartered banks and the Bell 
Telephone accounted for 28 per cent of the total new 
issues of common stocks. The proportion represented 
by debt varied from year to year but in the 1949 - 1956 
period was 56.3 per cent and for the 1959 -1960 period 
59.5 per’ cent of the total.’ During the period of this 


survey a number of new large companies were formed, 
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notably natural gas utilities and finance companies 
and some large firms were absorbed by others, notably 
in the pulp and paper industry. Thus, the total number 
of public companies did not increase very substantiallyl. 
Indeed, between the end of 1948 and the end of 1961, 
the number of stocks listed on the T.S.E. increased onl 
from 867 to 1,117 with most of the increase being in 
the junior mining and petroleum group. 
DG A detailed description of the underwriting 
process in Canada is provided in Appendix E Paragraphs 
lfmborS4en ain pademeons the dealer often acts as agent 
for the genes in privately placing securities with 
institutions. Lower commissions are charged for 
private placements as the expenses and risks caste 
lower. -Occasionally, small issues are underwritten on 
a "best efforts" basis with the dealer receiving a 
straight commission on the sales made. A major 
underwriter has the responsibility of providing: sound 
advice on the best terms and lowest overall costs of 
an issue. He must also provide the placement power 


~~N 


to sell the issue,’ and,;in doing chad Sees correetily 
represent te his clients the quality of ameeeds and 

- the degree of risk. 

54. A study of the distribution of nbadings 

of corporate and other non-Government bonds indicates 
that domestic institutions and pension funds provide 
the largest market. Among this group the life insuranc 
industry is the most important buyer. In 1954 this 


- industry held approximately 35 per cent of the outstandfing 


total amount of these bonds but by 1959 this had declingd 
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to 29'per cent. This°trend indicates that problems 

of distribution are becoming more complex and that the 
investment dealer is having to develop other markets. 
554 The cost of issuing securities varies with 
the size of the issue-and- the degree of risk. Legal 
fees,prospectus preparation and production, research 
and sales expenses are more or less fixed regardless 

of the size of the issue. Risks are greater on 
securities of small or new companies. Both the risk 
and expense factors mean higher costs on small issues. 
Comparison of figures in tables 4 and 5 (Appendix E) 
which show Canadian and S.E.C. data, indicate that 
underwriting cost of small issues under $3 million are 
lower in Canada than in the U.S. and somewhat higher 

on issues over this amount. <A Moody's study of U.S. 
utility “issues shows spreads of from’.2O°per cent to .l 
per cent while issues of Canadian utilities with simila 
ratings “showed spreads ranging from’.1P' per cent to .17 
per -cent., Despite these similarities there are 
fundamental differences between the two markets. The 
sizecof the financial institutions In the U.S. "is such 
that large issues can be sold-to a small number of 
buyers, whereas in Canada most issues are sold to a 
large number of institutions and individuals. This 
means that costs of distribution are significantly 
higher in Canada. 

56. Utilities in the U.S. are required to call 
for competitive bids, whereas in Canada the practice 

is to have negotiated issues. In theory competitive 


bidding might be expected to produce the most favourabl 
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prices but there is reason to believe that this may 
-not be true. In a survey, of 16 comparable pairs of 
issues, 11 of. the. comparisons showed a yieldt the 
public -and yield cost to,the company, to be.lower, for 
negotiated sales. ,The fiscal, agent .maintains..a 
continuous relationship to the Company and is ina 
position to assist in determining the timing and terms 
of..an issue. He. can also.test the market ahead of time 
which is a distinct. advantage... In competitive bidding 
dealers are required to bid on short notice without 

the benefit of advanced preparation and full and 
detailed knowledge of the Company's position and 
therefore, they tend to allow for unforeseen contingencies, 
On this subject Judge Medina has commented that the 
advantages to an issuer of a continuing relationship 
with a good investment banker are obvious, 

late Canadian companies either gradually write 

off, .expenses. and discounts,.on, issues,..or, charge .them 

at, once.,.to ,earned surplus... ,,These .charges are .not 
deductible for, .income tax .purposes..... To,.the extent .that 
these charges represent underwriters' commission we 
feel strongly that they should be a deductible item 


as, theyare.a.costof raising funds. 


Legislation 

53. Securities legislation in Canada involves 
10,provineial securities, acts,,. vanious ,provinclal 
companies acts, the Companies Act of Canada, the Ontari 
Corporations Information Act and the Quebec Companies 


Information Act... There has been a movement toward 
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achieving uniformity in this mass of legislation which 
movement has been encouraged and endorsed by the IDAC. 

The provinces are currently studying a uniform Companie 
Act and 4 provinces now have identical or nearly identi¢al 
securities acts. There would seem to be large advantages 
to the investing public and the investment industry 

in enacting uniform securities legislation and adminis- 
tering it in a uniform manner. In the U.S. there are two 

“Federal acts and in addition 48 states also have securities 
legislation. It would seem likely’ that: if SEC-type 
legislation were established in Canada it would not 
replace existing Sreowuul an Cate but would be 
superimposed on these. The Association believes that 
such superimposition would not in the best interests 
of our capital market. 

" BOR It would seem desirable that the. various 
securities) acts) should: permit. thei .product:iom and 
distribution of a preliminary prospectus in Canada 
as is the practice in the United States. This would 
permit more orderly marketing of new issues and give 
security purchasers more time in which to study them. 

It would also. be helpful if all regulations affecting 
the underwriting and saleof securities were promulgated 
Ge rthe)p 74 D..A wh 

60. The I.D.A.C. has strongly asserted that in 

a interests of justice provision should be made for 
arbitration and independent appraisal by provincial 
governments desiring to expropriate electric utilities. 
It would seem desirable that the temptation to 


expropriate arising out of the Federal tax treatment 
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-of the provinces should be removed. Also, certain 
mergers and amalgamations may be beneficial to Canada 
but the I.D.A.C. deplores certain recently employed 
"take-over" techniques. 
614 A company incorporated under the Companies 
Act of Canada is a'natural vehicle to’ carry on business 
inoseveral provinces?” However’, this~Act. contains 
several anomalies which tend to deter incorporation 
and to create unnecessary-delays and expenses. This 

\ 


Act should be reviewed with a view to eliminating 


these anomalies. 


THE SECONDARY BOND MARKET - Appendix F 

62. Through the secondary market, previously 
issued“securities ‘are transferred’ from* one Investor 

to another. Those normally-participating in this marke 
are Bank of Canada, chartered banks, Members of the 
I.D.A.C. and a number of other brokers and dealers. 
65, The secondary market is large and active 

and absolutely vital providing a mechanism for invest- 
ment and dis-investment. In 1961 the volume of sales 
of I.D.A.C. members, exclusive of primary market sales, 
$15.9 billion and their average quarterly inventories 
were $337.6 million (see table 1 appendix F). This 
active market ensures liquidity and establishes a 
spectrum of values. The substantial difference 

~ between mortgage and bond rates is primarily the 
result of the liquidity provided by the secondary 

bond market. The breadth of this market also greatly 


facilitates the open-market operations of the Bank of 
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Canada and the dealings of the various Government 
accounts. 
64. Up to 1917, the- markets for Canadian debt 
securities were concentrated in London and New York, 
The large Government financing of the First World 
War and the. corporate financing of the 1920's 
necessitated and encouraged the growth of a highly 
developed secondary bond market. 
65. The Trading Departments of many dealers 
are- regarded as the nerve centres: of: their operations. 
Vast networks of private wires, telephones and other 
public services are utilized to maintain contact with, 
and to trade in, national and international markets. 
These networks enable the industry to give adequate 
service from soit to coast and literally to draw 
upon the savings of the nation, 
66. A number of dealers customarily act as 
principals and their willingness to assume liabilities | 
in accordance with future trends, of the ‘market, as» the 
judge it, does much to moderate market. swings. The 
positions they take also permit trading in the size 
required by insurance ieee banks and other 
institutions. Some 30 to 40 dealers make markets 
in'the vast majority of the securities traded), ;do 
the bulk of the trade and carry most of the inventory. 
These are the dealers to whom financial institutions, 
the Bank of Canada and other dealers look for prices, 
bids and offerings. The ability of these delaers 
to provide trading services would be improved if 


a larger number of financial institutions made a 
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practice of lending bonds at reasonable rates. 

6i/7. Secondary market trading. in debt securities 
has not attracted, restrictive legislation as..the 
industry has demonstrated its competence in self 
regulation. This is primarily due to the regulation 
provided by the I.D.A.C.. and Bond Traders! Associations, 
which is described in detail in, Appendix A part 1. 

The occasional misunderstandings and difficulties 
which have occurred have been dealt with quickly 

and. responsibly by the industry's regulatory bodies. 
68, The secondary bond market is customarily 
divided int two categories, one being the money market 
which is dealt with in Appendix G and the other 
consisting, of. all other,securities.,,, principally, those 
maturing. beyond three years, .It is. important. that a 
broad and resilient market exist at all times for 
Government of Canada medium and long term bonds 
because these bonds provide the bench mark from which 
all other. securities are graded. Investors: look to 

the market for Government of Canada bonds for 
stability,» quality and marketability. However, except 
for artificialL.support. provided. by.the» Government 

the. long term Canada market has not had depth in recen 
times. For Provincial issues, the market tends to be 
narrower although the large issues of Ontario and Quebde 
receive broad public interest. In general, municipal 
bonds have limited secondary markets, and, except for 
the largest corporations, the supply of.corporate 
bonds. usually dries,,up- shortly. after, new. issues. 


The narrow spreads between bid and asked prices result 


arimin® strowle 


aettjinuvosa tdeb nf antbsag Jovasm yrsbs0992 , atripediis 


eit as notislaigel evitotusesr betositis ton asc 


ifsa af someteqmoo edi bedjsitenomeb asd, yataubat. 
aolvsiuget sit of sub yvitusming eat,elATt Notisiuge1 
<enolistoogaA ‘axebsiT bod bas).0.A.0.1, edd, yd bebivorg 
.l dusg A xibmeqgqA, nt [isteb mi bedtrcesp ef dotkdw 
asiilvoflTi£b bas agnibastarsbnuvetm [snotasooo onAT 
yYinofup Agiw tiseb meed svsem beravo9se sven dotdw 
.aofbod yiotsluze, a'yrteubat edt yd yidtemogast bas 


yllusmotave et devisem bood yusbrioosa sAT 1 ¢e8q 


| Jou tem yenonm ond gntsd eno ,esftogetso ows dat bebivib 
| vento ont bas) xtbneqqA nt détw dleeb-et dobsdw 
| scons Ylisqitoning ,asttiituose: tedto Lis. to-gnistebanoo 
8 Jsatd Jastioqmi ef IIo o.aisesy ssidt booyed gsotsudsm 
tot eomis ils ts daixe todusm Ineiibeoer, bas bsord 
ebaod mist gnol bas mutbem sbsas) to tnemarevod 

Adidw mort Aaem: doned- edd ebivorq abnod sasdAt seusosd 
ai Nool anodasval ,bebs1g: 91s sett iavoss. redto.lLis 

1o0T ebaod sbsns0. io daemaisvod 10% texasm edd 

tqeoxs , 1svewoH “Willdsdedism basoysil(sup .wilidsse 
itemarevon edt yd. bebtverq taoqqua,dshot titre 10% 
a al Avqeb bad gon asd toxaism sbsasd mired anol. odd 
od ot abnet gexusm end ,eouweet Istontvord sof «eomtd 
aden Das oftsinO lo geveet sgrel edd dguontis teworrsn 
leqtotnaum .lsisciegi al  .teenodet offduq bsoxrd svisosx 
mol dqgeoxs .bns .atenrsm yrsbnoose Hetimtl-ovedebaod 


sJsi1ogioo to viaque ont -atoltsrogios Jeogisl ont 


-asueat won setts yiiuode qu eetrb ylisuay ebnod 


divest esefiq betas bas bitd neewdsd ebses%gqa worrsn sAT 


.eets1 sldsnoaser ts absaod: gntbneLl: to) setstosig: 


Nethercut & Young 


Toronto, Ontaric ae 
from the keen competition between dealers and provides 
-allo investors with access to fair: prices. 

69, A characteristic of a growing economy in the 
large demand for funds in relation to the supply. 

The U.S. market is now the major source of foreign 
funds. It is therefore necessary for Canadian interest 
-rates to’ bechigher than comparable’U.S. rates if funds 
are to be attracted to Canada. 

LO. The “most significant domestic factors 
affecting interest rate trends in Canada, are the 
Federal Government's fiscal policy and the monetary 
-policy of Bank of Canada. A fiscal policy, even on 

a long term cyclical basis, of balancing deficits 

with surpluses would provide a strong underpinning 
tothe whole'*bond market." The recent. policy of 
‘utilizing Canada Savings Bonds as a prime method 

of financing has tended to reduce the number of 

private investors buying bonds without redemption 
privileges. This is adversely affecting the breadth 

of the long term bond market. 

Tk. Policies which will increase confidence in 
Federal Government securities are of major importance 
in stabilizing markets and in the long run, in improving 
the general functioning of the economy. Such policies 
include: determined effort to balance the budget and 
re-examination of the tax structure. The establishment 
of a specific mo nth for the Budget Address and regular 
reports on the Government's financial octhaniel would 
remove some of the uncertainties from the market. 


Tiare In the monetary field, practices which 
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indicate clearly the direction of monetary policy, 
such-as the return to a stated rediscount rate, should 
be considered. Uncertainty could be reduced by more 
rapid replies to dealer bids and offerings by Bank of 
Canada. This institution is the most important single 
influence in the market and its actions should be 
quick and decisive... It might be desirable to.remove 
portfolio dealings for Government accounts from Bank 
of Canada jurisdiction and also to have the Bank play 
a-lesser part) in othe subscription for. new issues. 
Actions by Bank of Canada should reflect monetary 
policy not ee trading. Thus, through modifying 
its trading practices and through regular policy 
“explanations, the Bank could better guide the market. 
%Os The last section of Appendix F deals with 
the aia aacsbhas and disadvantages of a bond exchange 
and concludes that the present dealer market provides 


with the mostwefficient service at the lowest cost. 


SHORT-TERM MONEY MARKET" - Appendix G 
TA. The money market, which began in 1954 


when thirteen dealers were granted lines of credit 

has grown substantially since that time. This growth 

can be seen in the variety of borrowers presently 
competing for the available short-term funds and in 

the tremendous growth in volume since that time. 

This competition for credit and the rates offered, have 
attracted many who had previously left them lying dormant 
for short periods of time to invest their short-term 


funds in the money market. The relatively high short- 
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term hnberest rates which occurred in 1959 did much 
to make investors sware of the substantial rewards 
of making their cash work at all times. 
@D. An increasing number of borrowers are raisin 
part of their capital requirements in the short-term 
market. The Federal Government, since the Conversion 
Loan of 1958, has raised nearly all of its cash in 
the money market. The longer maturities issued by 
the government (excluding C.N.R.!'s) during this time 
weresall, with »thesexception of: one: issue, sold to 
the Bank of Canada for resale to the public. 
76. Provincial and municipal governments have 
also found that the money market will provide them 
with additional sources of funds at a relatively low 
cost, while often allowing them. to choose the, most 
favourable time for financing in the long-term market, 
Finance companies regularly borrowed a considerable 
part of their requirements in the short-term market, 
but. overs the: past» five: -years ,. corporations; have. also 
become active, sellers of paper, - Because of: these 
developments in the money market, the chartered banks 
and trust companies have been forced to become more 
aggressive in retaining deposits and in attracting 
new deposits. 
RE At the present time, few statistics relating 
>to the money market are collected and made available 
to the public. The Bank of Canada publishes the amoun 
outstanding and distribution of treasury bills and short- 
term government bonds two years and under, The Dominign 


Bureau of Statistics supplies information relating to 
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the short-term borrowings made directly by the province 
However, there is no information available as to the 
“amount of municipal borrowing in the money market 

or nei amount of corporate paper issued and out- 
standing. It is recommended that more detailed statistics 
be kept relating to all sectors of the money market. 
Appendix G examines in some detail the amounts of 
-various short-term obligations presently outstanding 

in the market, i.e., (a) treasury bills, (b) Government 
of Canada and ieatereeed bonds maturing sires fbb 
years, (c) provincial and municipal short-term 
obligations, (d) sales finance company paper, 

(e) corporate paper, (f) deposits accepted by the 

banks and trust companies. 

78. The Floating Bank Rate, calculated weekly 
atazjirof daper, cent above the average rate paid for 
Ql-day Treasury Bills, plays a practical and 
Stabilizing role in the money market. The variable 
Bank Rate has encouraged the money market dealers 

to carry on inventory of government securities during 
periods of cash adjustment in the banking system, when 
day-loan facilities are not available. If the Bank of 
Canada returns to a traditional Bank Rate, it is 
recommended that a "Bank Accommodation Rate" or "Bank 
Lending Rate" be ae available by the Bank of Canada 
to the money market dealers on a formula similar to 

the present Floating Bank Rate. 

193 The money market dealers have developed an 
efficient market capable of transferring large amounts 


of short-term securities at narrow price spreads, and 
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the initial problem of two financial centres in Toront 
and Montreal has been largely overcome. However, the 
Bank of Canada's trading departments in Toronto and 
Montreal, which are the Bank of Canada's contacts 
with the market, are not mechanically equipped nor 
staffed to handle the practical problems relating 
to the money market. The dealer at present frequently 
finds it difficult to contact the Bank of Canada quickly 
and receive immediate answers. These problems could 
be largely overcome if the Bank of Canada's traders 
had direct keys to the money market dealers and 
Chartered Banks. It would also help if there was one 
trader in each of the two cities who robbie ecaae uae 
money market securities and had time to acquaint 
himself with all the factors influencing the money 
market rates. 
80. The increasing role of the "country banks" 


in financing dealer inventory is an important develop- 


~ment in broadening the money market. The I.D.A. 


obtains statistics weekly from its members relating 
to the amount of inventory financed away from the 
chartered banks. This information is made available 


to the members of the Association, Bank of Canada 


-and the Department of Finance. 


81. + At times, when the short-term rate 
differential between the United States and Canada is 
attractive to the non-resident, considerable funds 
flow into the Canadian money market. Since the 
niet ten of the 15 per cent withholding tax on 


treasury bills on December 20, 1960, these flows 
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have been directed towards the purchase of Canadian 
finance company and corporate paper. Canadian short- 
term investors will themselves place funds in the 
United ‘States’ or abroad when rates are attractive. 
The question of withholding taxes on money market 


securities is dealt with in Appendix G,. It should 


be pointed out that nearly all non-resident short-term 
investments are fully hedged. However, this is a factar 
influencing Canadian foreign exchange rates and, at 
times, money market rates, themselves, in Canada. 

82. Our well-developed money market is 
contributing substantially to Canada's economic growth 
and the investment dealer organization has expanded 


to’ keep pace. 


CHARTERED BANKS AND "NEAR BANKS" - Appendix H 
8B The relationships between the investment 


dealer and the chartered banks and "Near Banks" are 
discussed in Appendix H. "Near banks" are defined 

as all institutions other than banks which receive 
deposits or make loans. 

“845, The nature of the investment business is suc 
as to require continuous large scale accommodation 
from these institutions by way of call loans and day 
loans. Suoh leans are of high quality. During certain 
periods and particularly during the period from 

‘August 10, 1959 to October 11, 1960, chartered bank 
rates on such loans remained unacceptably rigid. 

Due to this lack of flexibility,dealers-turned to "Near 


Banks" for accommodation. This development arose purel 
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out of, the need for a more competitive "price" on the 
large borrowings of this industry. .We: believe that 

the papell Lilet of bank, rates is. in part. caused by 
‘the 6 Oer cent ceiling. This ceiling does not apply 

to "Near Banks". It is recommended that the 6 per 

cent Limitation be removed to permit. the chartered 
banks more freedom to use a "price" basis as a deterren 
to undesirable loan expansion, 

855 Investment dealers use the facilities of 
banks extensively for deliveries and the like. 
Co-operation between the I.D.A.C. and the C.B.A. 
through the establishment of a joint. committee would 
smooth out imperfections in this area. 

86. Banks are the custodians of the bulk of the 
personal savings deposits of millions of Canadians. 
“The bulk of bank security holdings. mature within a five 
year period and tend to be regarded: as. the temporary 
utilization of idle resources. Thus these holdings 

are very volatile, falling as commercial loans expand 
and rising as commercial loans decline. The possibilit 
“that personal savings deposits might be applied to a 
greater degree to long term security holdings and thus 
make a greater contribution to the economic growth 

of Canada should be explored. 

Sih The chartered banks through term deposit 
“receipts are important issuers of securities. In our 
opinion rate changes on these securities have not been 
as responsive to changes in market conditions as is 
desirable, 


88. Chartered banks compete with dealers in the 
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underwriting and distribution of securities. They 


are offered Government of Canada new issues on the sam 


terms’ as are dealers. One or more banks are part of 


i) 


most syndicates bidding on new provincial issues. 

The judgment of the bank in this area carries special 
weight because it may also be a financial advisor to 
the Province. Banks are frequently members of 


syndicates bidding for Municipal issues, and, in the 


} 


case of serials, often agree to purchase the early 
maturities. A bank's interest in the "shorts" has an 
important effect on the price the syndicate is willin 
and able to pay. In corporate issues bank participation 
is infrequent. However, there are a few important 
exceptions. 
89. | Considerable disagreement exists amongst 
our members as to whether bank participation in 
syndicates is in the public interest or serves any 
useful purpose. Some members believe that banks have 
a generally salutory effect by sharing the risks, 
- providing accommodation, and by adding strength to 
the bids by buying for their own account portions of 
the issue. Others point out that undesirable conflict 
of interest may arise as a result of bank participatio 
and suggest that the primary function of banks is and 
- Should continue to be the provision of short term 
accommodation for their customers. The majority of 
our members do agree that involvement of banks in 
syndicates underwriting corporate securities should no 
be extended. It should be recognized that satisfactor 


performance of underwriting function is one of the 
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1 principal contributions the investment dealer has to 

2 offer to the proper functioning of the whole capital 

3 market. 

4 90. In distributing securities, banks enjoy 

5 advantages resulting from their widespread branch 

6 Shetees and special knowledge of customer resources. 

7 They have been a significant factor in the distribution 
8 of Canada Savings Bonds which we might point out involves 
9 no risk and is done at only incidental cost. Banks 

10 partieipate in selling groups on the same basis as 

11 dealers. The effectiveness of banks in distributing 
12 securities in small communities largely beyond the 

13 reach of investment dealers is acknowledged. However, 
14 important conflicts of interest can occur and at 

15 times-individual bank managers may be inclined to 

16 discourage investment in order to maintain savings 

17 deposits. At such times as the banks are sellers of 
18 securities to meet expanding demands for loans it is 
19 particularly important that dealers have a strong 
20 sales force to handle the essential function of 

21 distribution. 

22 Ody As a result of the inadequacy and cost of 

23 chartered bank accommodation at various times, dealers 
24 have developed "near banks" as a source of funds. 
25 These institutions also provide funds for other 
26 financial intermediaries. They also issue a variety 
27 | of securities. The size and importance of these 
28 institutions has grown in recent years and they have 
29 a significant impact on the market.place. 
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RETATLING BONDS AND STOCKS and RISK CAPITAL - Appendix 
Retailing Bonds and Stocks 
92. Bond sales up to the 1st World War were made 
primarily in foreign markets with domestic sales being 
confined to financial institutions and wealthy individ 
The Victory Loan. issues of the War carried high intere 
rates and tax advantages which encouraged individual 


investment. During the 1920 - 1930 period almost $6 


iw 


4a Lee 


billion was invested in capital goods and the proportian 


of foreign capital drawn upon was considerably reduced. 


In this period, \individuals participated. in. the security 


markets in an increasingly broad and active manner. 

The wide acceptance of the. Victory Bonds of the end’ 
World War was a result of educating a large selling 
force. In this period, the Payroll Savings Plan was 

de veropedd The Victory Loan campaigns of World War 

I, were nespohsdbie for millions of Canadians owning 
investment securities for the first time. Today 

there are over two million individuals in Canada who 
own Government of Canada bonds. These citizens are 

a stabilizing and supporting factor in the bond market. 
Continuation of the habit of thrift developed during 
the war is maintained by an annual Canadian Savings 
Bond campaign. 

93. The small investor, whom we shall define 

as caine up to $10,000 invested in securities, does 
not normally have much knowledge of securities markets. 
His investments are usually either exceedingly 
conservative or extremely speculative. The small 


size of his holdings severely restricts the degree of 
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diversification he can achieve, The small investor 


is likely to be a good market for bonds but is unlikely 
to be a good source of capital for sound new enter- 
prises. The investment dealer solicits his business 
and spends much time educating and assisting him. 
O4, The medium investor is an individual with 
between say $10,000 and $100,000 invested in securities|, 
Quite often ue is a professional or business man whose 
- income is substantial andgrowing. On the other hand, 
the medium investor may be a retired person, a widow 

or a dependent who has inherited capital. “Generally, 
this class of investor will be moderately well-informed 
but will tend to rely heavily -on ‘the advice of the 
investment dealer. The professional or business man 

- is often .in,-a high income tax bracket and therefore 
interested in capital appreciation. Much of the 
educational effort of investment dealers and the 
I.D.A.C. is aimed at the medium investor. 

95. The large investor who has securities 
investments of $100,000 or more will normally be quite 
well informed. .The cost of doing business with the 
large investor,. relative to the return, is substantiall 
below that with other groups. He provides a good 
market for all types of securities including stocks 

in risk ventures, 

ORR. 7 Investment dealers service the retail market 
by sending salesmen into the field. This is not true 
of banks and stock brokers. To service retail accounts 
it is of primary importance that the dealer have the 


knowledge and resources to study and underwrite the 
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securities to! be'offered. He must also have a force 

of qualified salesmen, facilities to train these sales- 
men and capital to carry them until they become 
productive. The trainee will usually spend time in 
each of the operating departments, attend sales 
meetings, and complete at least one of the courses 
offered by the I.D.A.C. The dealer also requires a 
research department to supply salesmen with information 
and guidance, accounting and trading departments and 

a communication system. He may also engage in portfolio 
supervision and underwriting. Through the I.D.A.C. 

as well as through a broad variety of material he 

may produce himself, the dealer contributes to 

the education of the investing public. Provision of 
all these services means that the cost of doing retail 
business is high. 

97. The dédditev must acquire clients to expand 
his dustness’: Most new investors come to dealers 
through referrals but, in addition, the dealer attract 
them through advertising and through approaching them 
Girectly. However, in some provinces there are legal 
restrictions regarding approaching prospective clients 
at home except to sell Government Bonds and this can 
have the effect of somewhat restricting the developmen 
of new accounts. 

98, It would be hlepful if the Government of 
Canada would give more consideration to the retail 
market when establishing the terms of new bond issues. 
Such consideration would provide a strong incentive 


to broadening the market for Government and other 
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securities in Canada. 


Risk Capital 
99. All types and variations of securities issue 


for the development of new ventures must be defined 

as risk capital. Basically, there are two types of 
risk capital - feat for long term investment in 
intelligent and seriously conceived new ventures, and 
that. (‘for short teih investment in risky securities 
where quick profits are sought with little concern 

for the ultimate outlook of the enterprise. Many retail 
investors who do take an interest in well conceived 
ventures are inclined’ to ignore the ultimate potential 
and accept short term capital gains, if and when 
available. Thus, the equity in these ventures tends 
to shift from the public to institutions and foreign 
investors. On the other hand, the public will hold 
for long periods the securities of such enterprises 

as established utilities. Dealers are continually 
attempting’ to educate and interest individual investor 
in the long term development of new enterprises. 
Participation in such developments could be broadened 
if the shares of an institution such as the Industrial 
Development Bank were offered publicly. It is 
recommended that tax advantages be provided to 
encourage individual investment in risk ventures. 

BOO’ Raising long term risk capital is difficult. 
The investment dealer must do a great deal of work, 
sometimes on many companies, before he finds one of 


the size and promise suitable for public offering. 
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1 Then he must, through sales meetings, field trips and 
2 -the like, introduce this Company to his sales force. 
3 This is an expensive and time-consuming process. 
4 In order to protect clients, the underwriter must 
5 continue to take an interest in and make markets for 
6 the securities he has distributed. Where difficult 
7 -conditions develop, the dealer will endeavour to proteat 
8 his clients' capital by devoting a considerable amount 
9 of time, and sometimes his own capital, to the restor- 
10 ation of the enterprise to profitable operation. 
11 
12 STOCK BUSINESS - Appendix J 
13 PO} THEBBteeK phalaess anuenaad de largely 
14 carried on through the five stock exchanges, with the 
15 Toronto Stock Exchange and the Montreal Stock Exchange 
16 -handling the vast majority of the business. These 
17 two exchanges listed a total of about 1,250 stocks 
18 at the end of 1961, at a quoted market value of close 
19 to $62 billion. Of this market value, about $31t 
20 billion consisted of stocks of foreign firms, mainly 
21 large United States companies. Excluding these foreig 
22 stocks, trading activity in 1961 represented about 
23 8.6 per cent of the quoted market value of the 
24 Toronto Exchange. If adjustment is also made for that 
25 portion of the stocks which are closely held, trading 
26 activity would have represented about 12.35 per cent 
27 -of the supply available to the market. In recent 
28 years there has been a growing number of secondary 
29 distributions of large blocks of stock. 


30 102. Stock trading is done on an agency basis 
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with commission rates as set by the exchanges being 
charged for buying and selling. Commission rates were 
revised upward in 1945 and subsequent tothis, changes 
have been primarily modest upward revisions and re- 
classifications. Demands for added services in the 
post-war period have been such that the cost of 
consummating stock business has risen rapidly. 

105 A large over-the-counter market exists 

in Canada but the main volume of trading in this market 
consists of bonds and debentures, which are dealt with 
in Appendix F. The stocks traded in the over-the-counte 
market are primarily those of natural resource and 
specialty companies. A large number of dealers operate 
im this imarket.,2 but: except: in) ‘periods ofvactive 
development of new industries, such as uranium, over- 
the-counter activity is very small compared with that 

in) the: United States. 

104. The supply of stocks available to the investo 
through new issues has been strongly influenced in the 
post-war period by the large proportion of capital 
expenditures which ,pusiness has financed internally; 
foreign financing; the lack of certain growth industrie 
in Canada, such as electronics; the growth of foreign- 
owned subsidiaries in Canada; expropriation of utilitie 
by Governments; mutualization of insurance companies; 
increases in the corporate tax rate which provide 
incentives for debt financing and by inflation, which 
also provide. incentives for debt financing and by 
inflation, which also provides incentive for debt 


financing. In recent years only about two fifths of the 
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new capital raised by corporations has come from equity 
financing. On the other hand, the supply of new stock 
issued has undoubtedly been increased by the 1954 
revision of the Bank Act, which assisted the banks 
in making rights offerings;.. the limited financial 
strength of certain companies which necessitates equity 
financing and by the need of utilities and other 
companies, to maintain their equity bases. 
105) The demand for stocks can be broadly divided 
into that arising from individual investors and that 
from. various institutions. There is considerable 
overlapping however because some institutional demand, 
such,as. that, of .the mutual funds, -arises Cleat ean 
individual oinvestment..,..,1In,.L999,..just.ever, 9..per.cent o 
Canadian families and saeiaabor individuals eee 
stecks,, with the «primary incidence being in the higher 
income brackets. A United States survey in June 1955 
indicated that 8 per cent of United States family units 
were, stockholders. .Thus .the,incidence of..individual 
Stock ownership .is wean very Similar as between 
Canada and the United States. 
106, The information available on institutional 
stockholdings varies widely from one institutional 
group to another. (In 1960, life insurance companies 
held.only about 2.2 per cent of their assets in preferred 
and common shares although any statutory limits permit 
15.per. cent. A large portion of the stocks held were 
foreign and at December Siets 1960, only .96 per cent 
of their assets were represented by Canadian common 


stocks. 
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F@P: Fire and casualty companies, on the other 
hand, hold 7.2 per cent of their assets in Canadian 

and foreign common and preferred shares, a considerably 
higher portion than most other institutions. 

108, Trust companies represent a very important 
sector of the demand for stocks. Of their assets, 
approximately 2.9 per cent was invested in preferred 
and common stocks at the end of 1960. However, 85 

per cent of trust company funds are administered funds 
atta on a large segment of these there is no published 
information. It can be assumed that a significant 
proportion of- these administered funds are invested: ‘in 
equities,” Une this'™connection, it is interesting to note 
that. in 1959 the personal trust accounts in United 
states banks and trust companies were over 7O per cent 
invested in- equities. 

109, Mortgage and loan companies, at the end of 
1960, showed the book value of common and preferred 
holdings at.» 5.2 per cent’ of their total dssets. 

aor, 2 Pension funds provide a well-documented area 
of institutional’ investment. ~The asset distribution 

of the plans of incorporated companies show that 

equity holdings grew from $53 million in 1952, or 

7.4 per cent of assets, to $239 million in 1960, or 
12:3 per cent of assets. These industry plans’ made up 
about three fifths of total trusteed pension plans. 
Their emphasis on equities is as striking as is the 
lack of such emphasis in the investments of crown 
corporations and Government agency pension funds. In 


1960, the holdings of all trusteed pension plans 
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represented approximately 1.16 per cent of the value of 
all listed common stocks. It is estimated that the amount 
of common stock investments of all trusteed pension 
funds was $50 million in 1960, or about 12 per cent 
of net funds available for investment. 
AO. Investment companies of the open-end type 
are easily the most important source of demand for 
equities. Their netoflow of funds’ into equities in 
1959 is estimated at $80 million. At the end of 1959, 
the market value of ourieaten stocks held by these 
‘companies totalled $472 million and represented about 
2.28 per cent of hie value of Canadian common stocks 
listed’ at that time, 
ALS In the post-war period, the investment by 
non-residents and non-resident institutions has had a 
very important impact on the demand for equities. 
At the end of 1958 the book value of the capital stock 
of Canadian comoanies, owned by non-residents, amounted 
to $9.3 billion, of which $6.8 billion represented 
direct investments. It is estimated that non-resident 
trading accounted for about one-fifth of the value of 
the shares traded on Canadian exchanges in 1959. 
Z0Rd In the 1955-1959 period, N,R.O. funds and 
other foreign-owned portfolio purchasers acquired 
$887 million in Canadian securities. During the post-war 
sone iat, there was a steady ate in foreign interests 
in manufacturing, oil, natural gas and mining and 
smelting and a steady decline in the interests of 
foreign investors in railroads and utilities. The 


direct foreign investment has been based primarily on a 
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desire to gain access to the Canadian market, access to 
the Commonwealth market or access to natural resources, 
the latter often being associated with vertical integra- 
tion. It is probable that without massive foreign 
participation, many of the developments so financed 
would never have taken place. In terms of technology, 
the contribution of non-residents is unquestioned. 

Dues. It is important to observe that institutional 
holdings of stocks are heavily concentrated in a short 
list of well-known companies. While institutional 
demand has been rising sharply in recent years, 
particularly from investment companies and pension funds, 
in general, Canadian institutions apply a smaller 
percentage: of; their ‘assets to, equities than -do their 
American counterparts. While individual holdings of 
equities appear to be similar in Canada and the United 
States it ts clear that Canadians' indirect participatio 
in the~stock market through various financial inter- 
mediaries is weak in comparison with the experience 

din the U8). 

Eb: The role of investment management has become 
increasingly important in the Canadian economy since 
World War II. Both individual and institutional 
investors have become more knowledgeable and more 
demanding and investment dealers have experienced 
consistent pressures to Sieewae more information and 
sophisticated analysis. The investment dealer has 
responded to the demands of growing numbers of 
university-trained analysts in institutions by 


occasion of his research department and to the demands 
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of individuals by expanding portfolio management and 
advisory services. It is estimated that it requires 
4-6 years to der aleone university graduate to the 
status of a recognized analyst at a cost of some 
$40,000 - $50,000. This, in addition to the growing 
— for he Srumes tema yeee and communications, has 
greatly increased the cost of. doing business. 

Li&, Improvements in the quantity and quality 

of pret areas offered, have been hampered to a consider- 
able degree, by the difficulty of obtaining detailed 
and regular information from Canadian corporations. In 
recent years, fortunately, many companies have become 
more public, and investor, relations -conscious,. . There 
has been a noticeable improvement in the quality of 
annual reports and an increase in the number of 
companies issuing quarterly and semi-annual reports. 
For some companies and industries, further improvements 
are hstilbboneeded. 

bE s The rise of investment clubs in Canada 

in the post-war period has. been, significant .in .develop- 
ing public. interest. in stock ownership...These clubs 
provide an opportunity for members jointly to study 
securities, thus broadening their investment knowledge 
as well as providing a means of investing personal 
Savings. Investment clubs do not yet have a great 
impact on the market and abeespntdes ones often.deal 
inodd lots, which transactions are unprofitable to the 
broker. Nevertheless, investment dealers have encouraged 
them because of the contributions they are making to 


broadening the market for securities. In this area, 
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as in the area of its co-operation with the various 
stock exchanges, the Investment Dealers’! Association 
has played an important role in encouraging public 


interest “in equities. 


MUTUAL FUNDS - Appendix K 


TS: Mutual funds, whose antecedents are the 
investment trusts of Great Britain, really began to 
develop on this continent in 1924 with the formation 

ef Massachusetts Investors Trust and State Street Invest 
ment Corporation, the first of the open end investment 
companies. Between 1927 and 1930, over 700 investment 
trusts and holding companies were formed in the United 
states; nearly all’ of which were of the” closed end type’. 
Many of these concerns were highly leveraged and there 
was much pyramiding of one investment company into 
another with the result that many more or less collapsed 
in the 1929 stock market crash and the ensuing depressio 
years of the 1930's. 

119." In Canada, 49 investment companies, practically 
all of the closed end type, were in operation at the end 
of 1929 and had assets of some $265 million. While 
there were varying degrees of leverage there was very 
limited pyramiding with the result that the Canadian 
trusts were not as hard hit as their American counter- 
parts in the 1929 panic. ‘Most of them won through and 
are<in operavion’today’. 

1200 Nevertheless, Canadian investors lost heavily 
on the “investment rusts" and confidence in such 


organizations died. Management, as applied to investmentgs, 
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was at a big discount and the public wanted no part 
vofrOldt.>. Inherently,~ however, the individual of more 
‘modest means still sought ways of investing to provide 
a combination of diversification, ready marketability, 
and, equally important, ways of establishing the 
proper market for his commitment - a feature that had 
been conspicuously absent from the closed end trusts. 

. Bebypee Investor confidence in investment companies, 
nowever! was slow in retu:ning. The first open end 
type of mutual fund in Canada was established in 1932, 
but it was not until 1950 that a strong investor 
preference for this ‘type of fund began to appear. The 
last ten years have seen a rapid growth in the number 
and size of mutual eae There are now 41 mutual fund 
of significant size in Canada of which 24 are Canadian 
owned, and hold essentially Canadian securities, four 
are primarily Canadian owned, but specialize in foreign 
securities, three are owned primarily abroad, but with 
Canadian investments, and ten are non-resident owned 
‘(N.R.O.) companies investing in Canadian stocks. 

At the end of 1960 the total net assets of these funds 
was $900 million and at the end of 1961 was estimated 
to be about $1 billion. During the past ten years 
closed and type funds have been comparatively static 
while mutual funds have developed into an increasingly 
important position in eanaaean financial markets. 

122. A typical mutual fund’ has a simple capital 
structure consisting of redeemable special shares and 
a- small number ‘of deferred’ shares, “The latter are 


held by the management group. Both classes of stock 
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have equal voting rights. The special shares, which are 
redeemable at the holder's option, are sold to the 
public at the net asset value which is calculated 
‘daily, plus a loading charge of 8 per cent. Normally 
the load is reduced to 5 per cent for purchase of over 
$50,000. The bulk of this charge is paid to the invest 
ment dealer or to the sales force of the underwriter. 

A typical fund would be prohibited from borrowing 

money, buying securities .on margin.or selling short. 

Its investments would consist of about 7O common stocks 
eof well-known Canadian companies and about 15 per cent 
@¢ its portfolio would be in preferred stocks and 
corporate bonds. A typical company would pay dividends 
quarterly but would provide means for reinvesting 

t he ai eidenas in thes special, shares. of... tne, 7 und... ub 
wuld be managed by a management organization which 

would provide office space, administrative and research 
staff and portfolio management services. The manage- 
ment fee would be one-half of one per cent of the average 
net asset value, Provisions would be made to ensure 
arm's length dealing by the management. 

AS, Mutual funds are subject to Section 69 

of the Income Tax Act and N.R.O. funds to Section 70. 
eel aeemihy fe provides that investment companies pay a 

tax, of ,21 -per cent of. thelr taxable income, providing 
they meet certain requirements, namely having at least 
80 per cent of their property in, and 95 per cent of 
their income from, securities or cash, At least 85 

per cent of their gross revenue must come from 


Canadian sources and not more than 25 per cent from 
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interest. The fund must distribute in each yeat 


at least 85 per cent of taxable income. Not more an 
LO per cent of assets eee in the securities of one 
corporation. In addition, it must have at least 50 
shareholders, none of whom own more than 25 per cent 

or the shares. The N.R.O. company, under Section 70, 
Ls subject to a 15 per cent tax if at least 95 per cent 
of its shares are held by non-residents; if not less 
than 90 per cent of the gross revenues are from interest 
or dividends; and if no revenue is derived from 
business activities such ay purchasing, merchandising, 
manufacturing and the like. 

124, Mutual fund shares are normally offered for 
sale at their net asset value plus a fee or loading 
charge. A few funds have a low loading and exact a fee 
when shares are presented for redemption, but most funds 
charge about 8 per cent on sales price and no fee for 
redemption. Thus the loading covers both sale and 
purchase. If the spread between bid and asked prices 
of stocks traded on exchanges and the minimum 
commissions which stock exchange numbers must charge 

on small lots are taken into consideration, loading 
charges do not appear to be excessive. 

Les: Mutual fund shares are offered for sale 
through the fund management's own sales staff, through 
investment dealers and through separate organizations 
having their own sales staffs which are entirely 
independent of the fund management. The shares may 


be purchased as individual transactions and through 
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purchase plans under which a stated amount of money 

is invested at regular intervals. The latter may be 

on a voluntary ora contractual basisy, Under the 
contractual plans some mutual funds concentrate a 
considerable part of the total load of the entire 
contract into the initial years of the plan with the 
result that if the purchaser terminates the contract 

in the: earlier years of its life he may. only recover 
partoof the amount paid in. © The great: majority of 
regular purchase plans are used by small investors 

who contribute from $15 to $100 per month. 

TAG L¢ In 1957 Me Income Tax Act was amended to 
permit the self-employed Pipe tovcontribute!l to an 
individual retirement plan. Mutual fund shares qualify 
as media for such plans and this feature has provided 
a new and increasing outlet for their sales. 

127% A number of funds provide "withdrawal plans" 
whereby a shareholder may liquidate wasbotiion of: his 
previously acquired block of shares at regular intervalg. 
This processis not in any way the equivalent of the 
payment of an annuity and the shareholder has no 
guarantee that his capital will not be nadeleoanis 
While market experience over the past 11 years has been 
favourable to most of these plans, there can be no 
assurance or guarantee that this experience will repeat 
itself.) For.the UASWPRLS+ieakeds the plan can appear 
complicated and, unless explained by a highly 
experienced salesman, misunderstandings could occur, 
128: The growth of mutual funds may be regarded 


as part of a broad trend toward equity investment by th 
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public. Investment companies are media through which 
the small investor can share in the risks and rewards 

of equity investment while obtaining professional 
management, broad diversification and liquidity. That 
investors consider mutual funds attractive is illustrate 
by the growth of five representative Canadian funds 
which had assets of $50 million in 1950 and $555.5 
million in 1961. (See Appendix K, Exhibit D.) It is 
obvious that these funds have tended to promote 
individual saving and encourage investment in equities. 
Also, these funds have tended to make the small 
individual investor more conservative in the sense that 
t hey have attracted his Interest | away from highly 
speculative commitments. 

L29 In Canada there is no special regulatory 
legislation for investment companies although all mutual 
funds. are subjectoto the: federal: ore provinetlals acts under 
which they are incorporated as well as to the securities 
acts of the provinces in which they sell their shares. 
Mutual funds in Canada have to date voluntarily set 

high standards of self-regulation. Nevertheless, 

an examination of these acts should be made to ensure 
that these provide adequate safeguards for the investing 


public in both open and closed and investment trusts. 


FINANCING SMALL BUSINESS. - Anpartiie L 

1308 Generally a worthwhile project requiring 
$500,000 or more can be financed with a debt or equity 
issue. Small business requirements are therefore 


defined as being less than this amount. 
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Cats Ontaric | 
LibT The smaltbitsiness — sometimes raise funds 
by selling shares or notes to friends and business 
wéeuctohen die of the entrepreneur. Occasionally, invest- 
ment dealers will place an issue with a small group 
of clients or with one or two investing institutions 
out of the few willing to participate in private place- 
ment. In a survey reported on by 103 investment dealer 
there waite 47 who had pore a totab-of 217 small 
business issues in the past two years. Of this numberonly 
18 were private placements. 
132. The Industrial Development Bank has been 
Canada's best answer to the gies of financing 
small business. The I.D.B. reports having 1,364 
loans totalling $71.2 million for an average of $52,000 
per. loan. Loans are only granted:on the security of 
fixed assets. In surveying the attitude toward the 
L.Ds<B.a the following criticisms were encountered: 
that its services) ‘are tooiislow;o costs ‘too high: Liens 
on assets too tight; repayment requirements too heavy 
and that there was a tendency to force small business 
into fixediobligations. In spite of these criticisms 
khcappear site: us ithat the LvD. Barks doing«ae:good job. 
is oF The prime suppliers of short term loans 
to small business are the chartered banks. Also, 
under the Small Business Loans Act, the banks can advan¢e 
up to $25,000 &n certain aoe businesses grossing less 
than $250,000 per year. The Government guarantees lend ng 
eens the extent of 10 per cent of the aggregate 
of such loans. Loans under this Act have not been as 


numerous as was originally anticipated. It has been 
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indicated that the Government might increase the maximum 
to $50,000 and include businesses grossing up to 
$750,000. This would be advantageous. However, the 
Government should consider increasing its guarantee 
to 25. per cent of the aggregate loans. 
WHE, 1 46! Public distribution of the securities of 
small business is made difficult by the reluctance 
of. the-chief, lending institutions to participate 
in small stock and. bond issues. Thus, the underwriter 
must rely on the retail buyer. The large investment 
dealer cannot afford to handle small issues but if an 
issue has sufficient merit an investment dealer. can be 
found to distribute it, if it is in excess of $200,000. 
Major problems which dealers experience in financing 
small business are lack of depth and experience in 
management; inability to withstand a recession; 
reluctance of the: principals. to. accept partners; an 
insufficient amount of equity provided by the principals 
and the lack of marketability of small issues. 
Tea ivt. Certain industrial commissions assist small 
business through grants of land and communication of 
taxes and some private saute nee have been set up 
tf finance the small business. In the main, the latter 
tend to require too large a share in the common stock. 
136. In Britain the Industrial and Commercial 
Finance Corporation plays a earluends roie in financing 
small business. This corporation is sponsored by a 
group of banks. The shareholding banks provide all the 
fiunds for -its purposes...In the United States the Small 


Business Administration has contributed importantly to 
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financing of small business ventures. This 
Administration licenses, supervises and helps to financ 
investment companies which serve as sources of equity 
and long-term loans to small business. About 425 of thase 
investment companies with capital amounting to $4 
billion have been established. Subject to certain 
limits they may borrow up to $0 per cent of their capital 
from the Administration. Over 125 American banks are 
stockholders of these investment: companies. Consider- 
ation should be given to establishing similar 
legislation 4n Canada. 
T 4h 3 It is important to emphasize that the 
largest pools of money in Canada, namely those of the 
banks and the insurance companies, are at present 
supplying no consequential amount of long-term funds 
for small business. If ways. and means could be found 
to encourage these investing institutions to apply even 
a fraction of 1 per cent of their portfolio investments 
to the securities of small businesses, a major 


contribution would result. 


NON-RESIDENT INVESTMENT - Appendix M 
138... Appendix M deals with certain aspects of 


non-resident investment in Canadian debt securities, 
Non-resident investment in equity securities is dealt 
with in Appendix J. 

139. Foreign investment in Canada rose from 

$7.1 billion in 1945 to $20.6 billion in 1959. In 1959 
U.S. investments in Canada totalled $15.7 billion. 


During the period 1946 to 1949, Canada was a net 
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exporter of capital but her dependence on imported 
Se increased during .the 1950's and in 1959 over 

29 per cent of gross capital formation was financed 
through foreign Sources ¢». 

LAG Direct investment. accounts for approximately 
two-thirds of all foreign investment in Canada. In 
recent years, the U.S. has been the primary source 

of, dinect investment. Canadian tariff policy has 
encouraged foreign companies to open branch plants in 
Ganada.s .The,investment .ealer has had,.little.teo.do 
with direct investments as they have been almost 
entirely outside .the, realm of,.hbis, opmations. 

ae In the area of SO ER te Pee however 
the, dealer aa responded.to the huge demands for .capita 
in Canada and sought out foreign markets for Canadian 
securities. ,Roreigners. have, in large part, financed 
all the large pipelines, the development of the iron 
mines in Quebec, the Kitimat aluminum project, and, in 
av.substantial. part financed »large .hydro projects in 
most of the ,.provinces and a great many municipal and 
provincial .projects. 

142. In the 1956 - 1960 period, external sales 

of new. issues of »provincial, municipal and corporate 
debt securities totalled over $2.8 billion. The major 
portion .of these .securities were payable .in,foreign 
currencies «. External eauiineas bonds are legal for many 
foreign investing institutions and were sold at yields 
below those of comparable Canadian pay securities. 

The latter are issued’ primarily for the Canadian 


market and while purchased by foreigners they are not 
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nearly as acceptable to foreign institutions. The 
main foreign purchases of Canadian debt securities 
have been life insurance companies, pension funds, 
Savings banks and the like. Non-resident insurance 
companies which write insurance in Canada buy 

Canadian pay securities to cover their liabilities. 
These purchases do not affect our balance of payments 
position. 

143. It is interesting to note that the greatest 
flow of capital to Canada occurred when the dollar was 
at a substantial premium. This suggests that the 
exchange rate was aresult rather than a cause of the 
capital flow, However large capital inflows in 1950 
and 1951 were undoubtedly related to the fact that 
foreigners felt that the Canadian dollar was at an 
unnaturally low level. 

144, Since 1950, yields on Canadian bonds have 
always been higher than those on comparable U.S. bonds. 
The lower interest cost of financing through external 
pay securities has appeared to be attractive to many 
Canadian borrowers. Undoubtedly yields in Canad a 
during the 1950's were kept lower than they would have 
been by virtue of the large volume of securities sold 
in the U.S. Debt security sales were encouraged by 
the absence of Canadian withholding taxes on external 
rayment bonds. aihes late 1960 the Government has 
actively discouraged sales of securities abroad by 
aking provincial and municipal governments to finance 
at home and by imposing withholding taxes which reduced 


yields to certain foreign purchasers. This resulted 
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in a substantial decline in the sales of debt 
securities to foreign investors, and a rise in the 
proportion of Canada's balance of payments deficit 
being covered by direct investments. 

145, A growing country like Canada may need to 
import substantial amounts of foreign capital from time 
to time to ensure a rate of growth consistent with 
national objectives. It would seem desirable that 
were pervade capital’ isprequired; it should be° sought 
in the form of debt rather than equity. ©In'so far as 


is possible, Canadians should be encouraged to 


participate in the ownership of domestic enterprises. 


TAXATION - Appendix N 
146, In 1939, all levels of government in 


Canada rs peers a 20 per cent of the Gross 
National Product. By 1960, this had increased to 28.7 
per cent of a vastly increased Gross National Product, 
With the background of rapidly increasing government 
spending in mind, it appears essential that the tax 
structure should be critically examined. 

chy Growth of our economy depends on demand 
for the goods and services we produce. Growth is 
essential to the maintenace of a high level of 
employment. Today the heavy tax loads and the methods 
of applying them Ae nites have a profound effect on 
economic growth. Under these conditions, it is desirable 
that our whole tax system be re-assessed. At the 


present time, Queen's University in co-operation with 
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the Canadian Tax Foundation is carrying out a study 

of the level and structure of taxation in Canada. 
While broad, this study will not encompass all of the 
areas which we believe should be examined. | 

148. The present tax system was formulated under 
pre-war conditions. Since that time, the Canadian 
economy has undergone substantial change. In addition 
to the United States, new large ssibtieiati blocks have 
been formed which are influencing and will further 
influence our international trading pauibe mrs. It is 
probable that our tax system is quite unsuited to 
current circumstances. 

L49, The prime factor which should be kept in 
mind when considering the revision of the tax system 
is\ simplicity. In Canada today, taxes are not only 
high but also difficult to determine. Present patch 
work results in considerable effort being utilized 

in tax avoidance. Broadly speaking, the simpler 

the tax system the easier it will be for business 

to make decisions. 

1B9. Another important goal in revising Canada's 
tax system should be to achieve a more equitable 
distribution of taxes - a distribution which 

would provide more incentives and less discrimination. 
We should strive for elimination of the various forms 
of doublt taxation, Certain groups such as co-operatives 
and credit. unions should contribute their fair share 
of the tax load. . Particularly careful consideration 
should be given to a reduction in the higher marginal 


rates of personal taxation which would increase 
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incentives. Is it right for an individual tax payer 
to. pay higher rates than the largest corporations? 
Lok. The use of indirect taxation to broaden 
the tax paee should be carefully considered. In Canada 
almost 86 per cent of tax payers pay less than the averdge 
rate. If the revenues of government must be increased 
esis thea eel The a broader tax base will be necessary. 
This could be achieved through indirect taxation. 
Indeed, it might be desirable to implement a higher 
eee tax in order that corporate income cena personal 
income taxes might be greatly reduced. In Canada at 
present many individuals receive benefits but do not. 
pay their fair share. of the: costs..« This. ‘also: applies 
to a number of corporate entities. 
52. While taxation is punitive, it can be varied 
in such a way as to direct and encourage economic 
activity along desirable channels. Two important 
channels for Canada are those that would lead to 
increased exports and employment. An incentive offend 
large proportions must be granted to ensure that movement 
in the desired direction will occur, It might, for 
example, be desirable to permit industry to charge 
depreciation in excess of 100 per cent under certain 
conditions. 
JDPoula Ini studying’ Canada's’ tax system, a full 
Ceeninatcupeacedd also be made of systems in other 
countHies, particularly those countries where productio 
of primary natural resources is extremely important. 
Consideration of the way these countries have orientate 


their tax structure to foster economic objectives might 
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prove to be very instructive. 

154. Problems relating to distribution of corporat 
surpluses might be solved in a better manner than at 
present. Existing:laws necessitate much wasteful 
expenditure of time and energy in legal manoeuvres. 
Consideration could be given to establishing a basic 
flat tax at the corporate level:on all distributions 

to shareholders with such distributions then being 
tax-free in the hands of the shareholders. The 
establishment of the dividend tax credit was <a 
progressive move. Further steps toward the elimination 
of double taxation should be considered. While the 
dividend tax credit has been successful in encouraging 
Canadians to invest in ene it has not noticeably 
induced. corporations to finance through equity rather 
tChanndebtsecurities:s Corporation itaxalevelsvane, 
apparently sufficiently high that they provide positive 
preference foredebt fihankt aes 

26510 : Any full studyvof the tax structure ere 
include a more precise definition of income with a 

view to differentiating between income and capital 
gains. For Canada a capital gains tax is neither 
necessary nor desirable, Capital gains taxes can 

cause severe market dislocations and the costs of their 
calculation and collection are high. 

156. The tax disadvantage experienced by Canadian 
individuals in the development of natural resources 

as compared with individuals in the United States 
should be eliminated. United States tax laws permit 


an individual to write off losses incurred in the 
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development of natural resources. Absnece of such a 
privilege in Canada may have contributed significantly 
to the high percentage of. Canadian natural resources 
Which are foreign controlled. 

Pry 3 A prime objective in planning the revision 

of our tax system should be to provide a system which 
will assist the orderly growth of the economy. The 
government has been irdlined to use increases in income 
taxes aS a means of controlling inflationary pressures 
in boom periods. There has been no Sonmenawtnie 

policy of Mak dine taeone taxes during recessions, 
Canada needs to discover a positive approach to taxation 
through which the tax structure will be more closely 
linked to our long term economic and fiscal objectives. 
This will necessitate a sweeping revision of the present 
Income Tax Act. It is essential that a«thoroughly 
competent body study our tax structure and our needs 
with great’ care. In the’ lieht of this study such a’ body 
could suggest a new system or a general revision of the 
old one which would be compatible with the requirements 
of the new era in which we live. To achieve this end, 
we recommend the establishment of a Select Committee 

to study and assess the entire tax structure of 


Canada. 
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PART I 
THE INVESTMENT BUSINESS - AN OVERVIEW 
Origins and Development 

Jie The roots of the investment business go 
back to the 1880's, when the first securities houses were 
founded, At that time most industrial and commercial 
businesses, were small. in size, their capital needs were 
modest and the use of the corporate form was not wide- 
spread, There were relatively few Canadians with 
surplus savings who were seeking investment opportunities 
and most of the long-term capital came from the London 
market, Canadian dealers established connections with 
English banking houses and acted as agents in arranging 
the sale in London of Canadian municipal and other 
securities, 

ZS By the turn of the century investment 
dealer operations had grown to include arranging capital 
issues for corporations engaged in transportation, public 
utilities and manufacturing. For example, in 1899 we 
find a dealer inviting subscriptions for $300,000 of 
$100 per value 7 per cent preferred shares of Dunlop 
Tire and Rubber Goods Co. Limited, This issue was well 
over-subscribed and allotments were made on the basis of 
fed a | 

3% In the early 1900's, as a result of 
continuing economic growth, more corporations sought 
"outside" capital and investment dealers underwrote and 
sold quite substantial issues, Thus in June 1911 we 
find a group of three dealers offering $1,500,000 of 6 


per cent First Mortgage Sinking Fund Bonds of Canadian 
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Locomotive Company Limited, It would appear that these 
bonds were still in primary distribution in late October, 
1911. 

4, At that time costs of doing business were 
low and spreads were wide by today's standards and the 
sale of a new issue was a leisurely affair, usually 
spread over several weeks, There was no securities 
legislation nor prospectus requirements. Sales effort 
consisted of the preparation of a brief circular which 
was mailed to a reiatively short list of known investors. 

5. When War broke out in 1914 more than 
three-quarters of ail new issues of bonds were still 
being placed in London. Within a year this source of 
funds had dried up and after a brief period of access to 
the New York market, Canada was forced to turn to 
domestic sources of funds to finance her War effort. In 
1916, the 32 investment dealers then in business formed 
themselves into what is now The Investment Dealers' 
Association of Canada and set about organizing a Victory 
Loan sales campaign which reached eventually every town 
and village in the land. 

61 The first domestic War Loan was offered 
in 1915, was. over-subscribed and was followed by 
successful Loans in 1916, 1917, 1918 and 1919. In six 
Loans over $2.2 billion was raised from 2,845,171 
subscribers -- an impressive sum for a country of 
Canada's size -- and marked the beginning of a new 
stage of development in our capital market, 

¥. In 1920 the Minister of Finance requested 


investment dealers and banks to form a Marketing Committe 
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to stabilize the market for Victory Bonds. Heavy sales 


by Canadian holders of Victory Bonds and rer in 
sterling exchange which triggered a return flow of 
Canadian securities from the United Kingdom, threatened 
to cause preciptous price declines. The Committee 
succeeded in maintaining orderly market conditions and 
achieving a redistribution of some $150 million of "Vics" 
Se The upsurge of industrial development in 
the decade following the First World War was facilitated 
by the presence in the country of thousands of new 
investors who extended their purchases to include new 
issues of bonds and shares arising from the growth of 
railway and transportation systems, hydro-electric power 
installations and the establishment and expansion of 
resource development and secondary manufacturing 
industries. This was a period of great activity for 
the securities business and over 80 new investment houses 
were founded between 1920 and 1929. Some idea of the 
increase in new issue financing during this period is 


given by the following table: 


1920 1925 1929 
(millions of dollars) 
Federal ) ) 139 
Provincial ) vee ) a 
Municipal 56 52 oT 
Corporate 6 126 298 


9. This period saw the development of the 
syndicate system for underwriting and distributing new 
issues. As the size of individual underwritings grew, it 


became prudent for the investment dealer purchasing the 
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securities -- sometimes known as "the house of issue" -- 
to organize a syndicate of dealers who would share the 
liability by agreeing to underwrite part of the issue, 
usually at a small increase or "step-up" from the 
original purchase price. Today this syndicate is called 
the "banking group”. To be a banking group member a 
dealer must have the financial strength to undertake the 
liability. Larger issues require a greater selling 
effort and, in due course, we find the banking group 
inviting other dealers to join a "selling group, again 
at a step-up from the banking group price, The selling 
group dealers are each offered a participation or may 

be invited to place an order with the manager of the 
banking group. The selling group dealer's liability is 
limited to the actual amount of securities allotted to 
him, Most new issues have been and are underwritten 
in Montreal and Toronto but selling group members are 
selected from various parts of the country in order to 
secure the widest distribution possible. 

10. The house of origin began to accept 
increasing responsibility for co-ordinating the sale of 
the new issue and for the maintenance of orderly marketin 
conditions while the issue was being distributed. the'se 
arrangements were not the inven%ion of any one firm but 
evolved out of the conditions under which the dealers 
operated. 

11. Subsequent to 1929 the investment business 
passed through a period of trial and tribulation. As the 
great depression settled upon the world, earnings and 


tax collections dwindled and security prices declined 
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Terente, Ontario 
disastrously. Many municipal and corporation issues 
defaulted on interest payments and fear spread among 
investors. Investment dealers suffered heavy losses 
and many substantial firms hovered on the edge of 
insolvency. The sharp decline in securities prices 
which followed when Britain went off the gold standard 
in 1931 impressed upon the dealer community the 
importance of speeding distribution of new issues to 
reduce the time during which a new issue liability was 
carried, As the crisis passed, underwriting houses and 
investing institutions worked away at problems involving 
corporate reorganizations and plans for debt readjustment 
of municipal and provincial issuers. Many municipal- 
ities sought and obtained from investment houses which 
specialized in municipal debentures, advice and 
assistance with debt and financing problems, The 
decline in volume of new issues in the early 1930's led 
to greater emphasis upon activity in the secondary or 
between-dealer market, 

12. Increasingly vigorous competition for 
what little business was available resulted in the dealer 
becoming more competent in appraising the strong and weak 
points of securities and more skilful in putting together 
proposals for the exchange of securities owned for other 
securities which offer the investor some advantage of 
price, term, yield or other feature, A substantial 
volume of business developed in the movement of Canadian 
securities between Canada and foreign countries as 
exchange rates and interest rates changed. Taxes began 


their climb and taxation considerations offered dealers 
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a new area where they could serve their clients and 
develop new business. 

13. Paralleling this growth in dealer "know- 
how" came increasing discrimination on the part of 
investors -- especially institutional investors who were 
coping with securities which had failed to perform as 
ar ticipated, This climate of difficult markets, more 
selective buyers, lower volume of business and strenuous 
competition between investment dealers was in marked 
contrast to the buoyant, relatively unsophisticated 
1920's when the dealer was principally concerned with 
underwriting and distributing new issues and, in view 
of the unbroken debt record of borrowers, had no reason 
based on experience to build into security issues an 
"extra" margin Of safety against depressed economic 
conditions, 

14, In retrospect, it can be seen that the 
1930's provided investment dealers, issuers and investors 
with unforgettable lessons in the hard school of 
experience -- lessons which were later reflected in 
improved municipal financing standards and generally 
better-designed municipal and corporate new issues, 

15. During the years 1940-45 activity in the 
securities business centred in the work of the National 
War FPinance Committee, Once again the Federal Governmen 
called on dealer personnel to serve on national and 
regional committees to spearhead the sales organizations 
which blanketed the country. The magnitude of this 
effort is indicated by the results: in two War Loans and 


nine Victory Loans over 23 million subscriptions were 
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secured totalling some $13.1 billions. 

16. The investment industry began the post-war 
period with the conviction, based on the number of 
Canadians who had purchased Victory Bonds, that it was 
feasible to build a much larger securities business. 
During 1945-46 industry leaders, through the agency of 
The Investment Dealers! Association of Canada, initiated 
a long-range programme of action designed to raise 
minimum capital requirements of Member firms, ensure the 
maintenance of the highest ethical standards, develop 
employee training facilities and provide investment 
courses for the general public. The results of this 
major effort on which was expended thousands of man-hours 
are given in part 2 of Appendix A. 

17. The growth of the investment business in 
the post-war period exceeded all expectations. One 
example: in 1915 three dealers underwrote and sold over 
a period of some weeks $1 million of Province of Ontario, 
10-year 5's which were free of all provincial taxes, 
including succession duties. In 1955 a group of some 
30 dealers and banks underwrote and distributed widely 
in one day $100 million of Ontario Hydro 22-year 5's at 
par despite the prevailing high level of taxation on 
income. 

The following table gives some idea of the 
volume of public new issues of bonds since 1946; 


New Issues 
(millions of dollars) 


1946 1951 1956 1961 
Federal 4 863 4,059 Tate 9,314 
Provincial 115 379 557 998 
Municipal 129 218 318 HU 


Corporate 584 453 860 568 
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The increase in volume, however, has been accompanied by 
some new patterns due, among other factors, to the 
following influences: 

18, At the end of the War investors and 
financial intermediaries were large holders of Government 
of Canada Bonds. When it became apparent that expansion 
rather than recession lay ahead, selling of Canada 
obligations began as the need for liquidity increased 
and the investment business entered upon a period -- 
still with us today -- of complex problems surrounding 
the buying and marketing of Canada Bonds. These 
problems involve, in addition to the management of the 
national debt by the authorities, the use of the bond 
market in the implementation of monetary policies, the 
use of Federal deficit financing when slack exists in 
the economy and a decreasing investor appetite for 
long-term Government of Canada obligations. Demand-suppi 
factors are no longer the chief consideration of the 
dealer in Canada obligations, 

19. From 1950 to 1960 an up-swing took place 
in investor demand for equities. This demand, which was 
accentuated by the 20 per cent tax credit, stemmed from 
two conflicting motivations -- a desire to share in 
Canada's economic growth and also to acquire a hedge 
against further decline in the purchasing power of our 
dollar. An increasing proportion of the dealer's 
earnings derived from stock business, New issues of 
corporate bonds and debentures were made more saleable 
by attaching to them a call on common stock in the form 


of a conversion privilege or a warrant. This trend has 
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been accompanied by a growing investor preference for 
fixed income securities which offer protection against 
market fluctuations, e.g., Canada Savings Bonds and the 
Parity Bonds issued by certain provinces. 

20. By 1945 Bank of Canada had become the 
dominant factor in the high grade bond market, both from 
the standpoint of holdings of Canada bonds and of trading 
activity. This made it imperative that the dealers 
should understand central bank policy. Sometimes this 
was difficult. 

21. Since the introduction of the money market 
in June, 1954, investment dealers have generated a large 
volume of trading in short term securities and have shown 
corporation treasurers, municipal officials and other 
holders of short-term balances how to use these funds 
more effectively. Today a varying, but substantial, 
proportion of the industry's inventory is financed 
outside the banking system, 

22. Increased financial capacity and the 
employment of more specially trained staff have enabled 
dealer organizations to underwrite and distribute much 
larger issues than in the pre-war period in spite of 
keener competition which has narrowed profit margins both 
in the primary and secondary markets. Costs of doing 
business rose steadily during the 1950's and it has 
become more difficult to carry on a retail business at 
a profit, 

23. Public demand for social security has 
resulted in an increased flow of contractual savings to 


investing institutions (including life insurance 
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companies, pension funds, bond and stock pooled funds, 
investment companies and so on) and a number of dealers 
are specializing in transactions with such institutions. 

24. Investment dealer facilities, including 
branch offices in the United States, United Kingdom and 
Europe, for the sale and purchase abroad of Canadian 
securities increased during the 1950's and were a 
Significant factor in stimulating foreign interest in 
Canada, 

25. The history of the investment business to 
date, covering periods of war and peace, prosperity and 
recession, demonstrates its capacity to adapt itself to 
varying conditions, including changing investor 
preferences and fluctuating demands for capital. 

THE INVESTMENT BUSINESS TODAY 

26. Alithough influenced by practices and 
institutions in the older London and New York markets, 
the investment business in Canada is the result of a 
gradual evolution to meet conditions in our own economy. 
Here is a brief description of the business as it is 
carried on today: 

Member Firms and Personnel 

°7. As at December 31, 1961, the Investment 
Dealers' Association of Canada had 189 Members, 
employing 9,329 persons including shareholders and 
directors (See Exhibit A). (The Membership as this is 
written -- April ist, 1962 -- stands at 190). A similar 
survey taken in August 1958 showed 196 Member firms, 
employing 8,589 persons (see Exhibit B). These two 


surveys reveal a reduction in Membership of 7 and an 
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increase in the number of personnel employed of some 
8 per cent, 

28. The number of office workers required to 
support one salesman or trader has been rising due to the 
employment of mare specialists, such as analysts, 
engineers, etc,, and the increased paper work involved 
in producing the growing number of reports required for 
governments and for management. Most of the young men 
being recruited for sales, underwriting, trading, and 
research work are university trained. "A CAREER IN 
FINANCE" issued by the Association in May, 1962, outlines 
the approach to in-service training of employees used 
by many firms, A copy of this booklet is attached 
hereto, 

29. Membership in the Association has fallen 
from its peak of 206 in 1955 to its present (April 1962) 
level of 190. During this period 47 members resigned 
and 31 new members were accepted. Reasons for 
resignation are given in Exhibit Cc. 

30, Exhibit A shows that in December 1961, 

110 Members had staff of less than 25 and the 1958 Survey 
suggests that over 60 of these employ 10 persons or less. 
In this size of business a few senior partners possess 
the capital, the clientele and the expertise which makes 
the business possible, This type of enterprise has 

a very "personal" quality and is more likely than the 
larger dealer to encounter problems of continuity of 
management, including the training and retention of able 
young men to carry on the business. 


31. Exhibit A reveals the essentially small- 
business 
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character of the investment dealing business and the 
substantial proportion (14.5%) of personnel who are 
partners or shareholders of Member firms or corporations. 
The Association has deliberately kept its minimum capital 
requirement ($25,000) low to encourage applications from 
small investment houses which can meet our standards as 
to type of business, character and competence, © The 
owners of investment houses are active in the business 
and there is’ no absentee ownership except for eleven firm 
controlled in the United States and most of the latter 
have one or more resident directors in charge of 
Canadian operations. 

32. While the investment business is 
concentrated in the metropolitan areas of Toronto and 
Montreal, it is welli-diversified geographically as 


revealed by the following table: 


Area Served Number of Members 
1 Province 144 
2 Provinees 25 
3 4 
4 " 4 
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Number of Members with foreign 
head offices 10 


Number of Members with branches 
abroad 30 
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The Internal Organization of an Investment House 

33. The organization chart given in Exhibit D 
provides some idea of the internal set-up of the larger 
investment house. The officers and directors of a 
typical house of this size include a Chairman, President, 
3 - 6 Vice-Presidents (one of whom may be Executive Vice- 
President) and from 9 - 12 other Directors. Most of 
these Directors are located in the head office, but some 
may be in charge of principal branches in other parts of 
Canada and abroad, Incorporation as a private company 
is usual with the holding of shares being limited to 
officers, directors and employees. The total number 
of shareholders is less than 50 with principal share- 
holders (5 per cent or over) somewhere in the region of 
6 - 10, all of whom will be officers or senior directors. 
Retirement in the larger houses is usually mandatory at 
65 and the retirement of principal shareholders is 
effected by gradual disposal of their shares starting 
when the shareholder reaches a stipulated age and 
continuing until retirement age, by which time the 
shareholder will have disposed of his entire holding. 

34. Since the large investment house has few 
officers compared to its opposite number in banking and 
insurance, lines of authority are relatively flexible 
and frequently a director will fulfill more than one 
responsibilty, e.g., Vice-President in charge of Sales 
and Syndicating. As a result of the need for 
flexibility, there is a wide diversity of practice in 
the allocation of duties among senior officials and 


lines of responsibility are frequently blurred. Large 
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investment houses are very individualistic in the way 
in which management functions are divided, e.g., in some 
firms the Chairman of the Board plays a dominant role in 
the management of the firm, in others the post is a 
recognition of distinguished service and the Chairman is 
regarded as an elder statesman and counsellor, As we 
move from the larger investment firm to the medium size 
and smaller firm we find the senior officials in closer 
contact with the overall operation of the firm. Thus 
you may find in the small house that the Secretary- 
Treasurer is also a Director and his principal occupation 
may be sales, In the small firm the senior officials 
are responsible both for policy and direction and active 
in the day-to-day operation of all phases of the business 
35. Policy establishment and decision making 
rest with the Chairman....President....Vice-President 
group, i.e., the senior partners. Underwriting 
negotiations are usually handied by one of this group 
and when the informal agreement has been signed other 
specialists take over. Inventory is the responsibility 
of a Vice-President usually with limits below which he 
need not consult his partners. The formulation of 
investment recommendations to clients is often delegated 
to a specialist who has ready access to senior officers 
or may report to a special committee of the Board. 
Employment of trainees for sales, underwriting, trading 
and research is typically the care of a senior officer 
concerned with sales, These observations also hold for 
the medium size and smail house except, as noted earlier, 


the senior officer in the smaller house is likely to be 
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concerned with all phases of management. 

36. Since the investment dealer handles daily 
cheques and frequently-negotiable securities running into 
large sums, the industry has developed, over the years, 
routines of control and checking to protect these assets 
from loss, theft or conversion, The Association 
requires Member firms to carry certain minimum fidelity 
insurance coverage and the firm must segregate and 
earmark clients" free securities ; Each Member firm is 
required to select its auditor from a panel approved by 
the Association's District Auditor, Association By- 
laws set forth the requirements for the submission of 
financial statements to the Association's Auditors and 
any Member which gives concern to the District Auditors 
are immediately reported to a confidential Audit 
Committee which has the power to take swift and effective 
action in correcting the situation, Some larger houses 
also maintain internal audit facilities which supplement 
those of the Association. All Member firms select staff 
carefully and endeavour to the best of the facilities at 
their disposal to train staff to carry out their duties 
in an honest and competent manncr. 
Types of Houses 

37. The term "investment dealer’ embraces a 
variety of -types' of “securitiés* business; ireflecting in 
turn the many types of clientele which must be served. 
It is not possible to list under definite headings the 
various classifications of dealers as there is always an 
overlappin&@ as well as-a variation in the business 


transacted by’ various types. However; in, general terms 
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investment. dealers may be, divided into three groups: 

The integrated Houses which originate, 
underwrite and distribute government 
and corporate securities; manage banking 
and selling groups.and participate in 
other dealers! banking and selling 
groups; maintain underwriting, sales, 
trading, portfolio management, 
statistical, research, accounting and 
delivery departments and carry on a 
stock brokerage business or operate 
an affiliate brokerage firm which is a 
Member of one or more stock exchanges. 
integrated investment houses may be 
national in scope or operate within a 
province, 

Distributing Houses which do not customarily 
originate industrial issues, but may 
purchase municipal issues for distribution 
on their own account; occasionally may 
be members of a banking group and 
typically participate in selling groups; 
vary from small operations with a staff 
of fouror) five persons’ to larger firms 
with substantially the same facilities, 
aside from underwriting, as the integrated 
investment houses, 

Specialty Houses: in this category are 
included those firms which concentrate on 


a particular phase of the investment 
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business. Examples: dealers who 

specialize in trading in outstanding 

bond issues; dealers who restrict their 

trading to stocks which are not listed 

on the stock exchange; dealers who 

specialize in municipal, school and 

religious issues; dealers whose 

principal business is that of a stock- 

broker, but do operate a bond department 

including the services of a bond trader, 
Principal Functions 

33. The work of the investment dealer can be 
described under three headings: (1) underwriting and 
primary distribution; (2) trading and secondary markets; 
(3) informational, advisory and investment management 
services, 
Underwriting 

39. The problem before a would-be issuer of 
securities whether a government or a corporation is how 
and on what terms can the capital be obtained. pance 
there are always a@ number of approaches to a financing 
problem one of the principal functions of the dealer is 
Go outline the alternatives and recommend what he 
considers to be the best one in the current circumstances 

HO, The principal types of financing involving 
the use of the services of an investment dealer are: 

(a) The purchase of ail or part of an 

issue at public tender ~- frequently 
used with priowneeel and municipal 


securities, The dealer estimates 
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the yield at which the issue can 
be sold, adds his anticipated gross 
profit and calculates his bid. 
(bo) A negotiated, underwritten public 
offering where the issuer and 
dealer arrive by mutual agreement 
at the type and terms of the 
security to be purchased by the 
dealer and sold to the public. 
(c) A negotiated, underwritten stock . 
offering confined to shareholders 
with the dealer agreeing to purchase 
any of the new securities not taken 
up by the shareholders, 
(d) An “option” offering of an issue by 
a dealer who acts as an aiceistl, 

(e) A "private placement" where the 
investment dealer acts as the agent’ 
of the issuer and negotiates the sale 
to one or a few buyers, usually 
investing institutions, 

41, Whichever method is used, the dealer is 
frequently called upon to accept two responsibilities: 
obtain the funds on terms suitable for the issuer and 
competitive with other issues in the market and, also, 
ensure that the security is of sufficiently high quality 
to warrant its offering to his clients, 

Government ‘of Canada Market Issues 
42, When a new loan has been approved by the 


Federal Government, the responsibility for effecting the 
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actual distribution is assumed by Bank of Canada. Over 
the years the Bank has evolved more or less standard 
procedures for bringing Government of Canada direct and 
guaranteed loans to the market. These procedures are 
subject to variation as market conditions change and as 
new techniques are tested and do not apply to the sale 
of Treasury Bills or special offerings such as the 1958 
Conversion Loan, The Bank maintains a list of 
investment dealers and banks which are eligible to take 
part in the primary distribution of new Canada issues. 
This list is, im effect, a large selling group. Since 
1961 the Aelia uceeninaitts has been given a few days! 
advance notice of the Government's intention to come to 
market on-a specified date. On the morning of that 
day each primary distributor receives an "offering wire" 
from Bank of Ganada informing him of the details of the 
loan, including the amount offered, price, coupon, 
yield, term, method of offering, commission, deliveries, 
payment, sub-agents and reports to be made to the Bank 
and so on, Investment dealers immediately get to work 
on the new issue and despatch subscription telegrams to 
the Bank as soon as a decision can be taken, In some 
issues the Bank offers each primary distributor a firm 
allotment which is usually accepted in full. Primary 
distributors are also permitted to apply for additional 
bonds, sometimes without limit and sometimes to a 
maximum which is related to the original allotment, 

On other issues primary distributors must apply for 
bonds, calculating how well the loan will be received 


before entering their application by wire. Some loans 
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are heavily over-subscribed and the primary distributor 
may only receive a pro-rata allotment of his subscription 
43, On one occasion Bank of Canada, after 
making allotments of firm bonds, invited primary dis- 
tirbutors to tender for additional bonds. In ‘recent 
months the Bank has been effecting exchanges of 
securities with the Government, which exchanges partake 
of the nature of an advance refunding. In such cases 
the Bank announced that it was open for bids or exchange 
offers for the issue being made available and apparently 
accepted or rejected bids and offers on the basis of 
their individual appeal. Another technique used by 
the Bank recently is the reselling of new issue bonds 
which have been acquired directiy from the Government, 
a procedure which to some extent resembles a "tap" 
loan. The Federal Government has made extensive use 
of short-term issues during the past two years. As a 
rule two maturities are offered at a specified price 
less a concession to primary distributors who subscribe 
in accordance with the extent of their orders and, in 
due course, receive confirmation of their allotments, 
PROVINCIAL NEW ISSUES 
4, New issues of provincial governments are 
generally sold by private negotiation or by tender. For 
Smaller issues tenders are sometimes invited from two or 
more syndicates of investment dealers, THALQG TS for 
example, three groups of dealers tendered for a $7.5 
million, Province of New Brunswick issue. Large 
provincial borrowings, in order to obtain the best result 


from an orderly marketing, are often sold through 
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negotiation to a large syndicate of dealers, Over a 
long period the Ontario Government and the Hydro Electric 
Power Commission of Ontario have used this method of 
marketing. More recently the» Provinces of» Quebec, 
Manitoba and Saskatchewan have adopted this procedure 

of negotiating with large syndicates in order to achieve 
market stability for their issues. 

45. Provincial requirements for borrowed funds 
have increased to the point where some provinces have 
been casting about for new methods of raising capital, 

A vecent innovation has been the issuance by the Province 
of British Columbia, Saskatchewan and Manitoba of Parity 
Bonds, either direct obligations or guaranteed, cashable 
at par and accrued interest at specified times each year. 
A substantial proportion of these bonds were sold by 
investment dealers on an agency basis and over $300 
million have been raised through this method of marketing 
Five provinces are issuers of short-term securities which 
are "rolled over" as they mature. 

46, The syndicate which buys the issue is 
known as the "purchase group”. Occasionally the. purchas 
group will invite other dealers to join, at a step-up, 
in the formation of a banking group to share the 
liability and: in larger issues a selling group is usually 
formed. 

MUNICIPAL NEW ISSUES 

47. Most new issues of municipal debentures 
because of their generally smaller dollar size as 
compared with provincial issues are sold through sealed 


bids although many large issues and some smaller ones 


* 


_ 8 19v0 > .eTeiseb to stsotbaye ogisl sot ac 


ae epee orbyH edd bas Jaemateved ofisind. edd bofreq snol 
| to boritem.eid? besw evsd:oLisind- to aotaetmmod rew0d 
peaedersd to asogivorl -sdtd«yltmasoser stom ,anitedtrsam 
siubecotg aid’ betgobs sys aswodoidsntese® bas sdotiasM 
evetsos ot tebyo mt astsotbmrye sgisl diiw anthisttosen, to 
s20yeat aLedd tol ysilidste tourism 

i ci ierieaie Yot almomextupet Lstomtvord- «dh. 
| ovse seontvorg smoe es todw tntod edd; of beasetonat svsd 
,fatiqso gatetsa. to ebodiem won. tot duods antteso assed 
ontvord odd yd sonsyect edd need asl motisvonnt tasoem A 
ytixsed to sadoJinsM bas aswenotsvase ,sidmulod dekitia to 
eidsdeso ,bestusisuy to anotisgtide toortd teddts ,ebnod 
| .189y dose aomid beltiooge ds Jasisdat beysoor bos Sq ds 
yd blow ousw shaod saedd.to notttogetq L[stiasiadue A 
OO€é xsvo bas atasd yonergs m8 no axelseb daomdeovat 
gitdeolrem to bodiem aidd dganoidd beatsy msed- evsd nmokilin 
doidw egslé¢lavoese mred-~trode to exeveaet es esontvorq ovit 
| exptsm yeds as "teve.beLior" 91s 

eat sueek odd aywd doldw stsobbaye oT.  »dt 

beindhoncaae edd yilsaotesooad ."quorg sesdotyq" sat es ciwond 
.Gu-qaJe 6 3s ,atot of erelseb tedvo stivat LLiw quorg 
oid ersde of quosg gniiasd sito noftsmiolt odd af 
iwilsuves et quo tg gotilea-s eoqueabh xvegisl atibas yiiltidsil 


~bontot 


aetutnedsbh I[sqtotnaum to esuyeat wee daoM owt : eRe 


as esiz isllob isilswa yllstenes utedt to eaysood 


esto tefisma smoe bas eoveet ogrslh-yasm davodiis ebid 


a 
nw 


2dUuael Wau JATTOLWUM 


belsese aAguotds bioe sts aeveat [stonivesaq Atiw bersqmed 


et 


on fas ge 7 
eros 
sotisttogon |r 


q ie 2 


on no st Se oe lh 


wf : bee 
So ne ee 


ad 
fow 


cl 


of 


Nethercut & Young ALLE 


Toronto, Ontaric - A - 


are sold by private negotiation. The cities of 

Ottawa and Regina, for instance, after using both methods 
currently favour the negotiated sale as the more 
effective for a city which faces a heavy borrowing 
programme and thus a recurring need to come to market, 

A syndicate of dealers which knows in advance that it 
will have more of that municipality's debentures to sell 
maintains a continuing interest in the outstanding 
securities of the municipality and can prepare a good 
reception for each new issue, 

48, The procedure for selling new municipal 
debentures by the auction method is more or less 
standard in all provinces. After the necessary legal 
requirements have becHanet;s a call for tenders is 
advertised in the Provincial Gazette and/or the daily 
press in financial centres and a selected list of 
dealers°-is circularized, Syndicate managers advise 
their partners of the forthcoming issue, A meeting is 
held at which the municipality's statistical record is 
studied and a representative of the syndicate may visit 
the municipality for firsthand talks with civic officials 
and a personal inspection of the community. The 
saleability of the new debentures is appraised and a bid 
mutually agreed upon. The bid contemplates a profit 
to the syndicate adequate to provide for expenses and 
a risk factor but at the same time the bid has to be 
pitched high enough to make it competitive. 

49, After the bids are open, and without 
reference to the issuer, the winning syndicate promptly 


decides among themselves the method of sale and the 
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amount of any concessions or allowances and the formal 
offering of the securities is made to institutional and 
other investors. The syndicate may consider it 
unlikely that they will be able to dispose of the whole 
of the issue as quickly as desirable or may wish wider 
geographical distribution than obtainable from syndicate 
members and decide to form a selling group. The size 
and make-up of the selling group vary with the issue. 

In joining a selling group a dealer agrees to abide by 
the conditions of the offering and can request securities 
at a discount from the public offering price, and he also 
agrees to maintain the public offering price set by the 
syndicate until the issue is sold or until released from 
the agreement by the manager and to report daily to the 
manager any unsold balances. Attached to the selling 
group letter is a list of investing institutions which 
are "exempt" from the general offering by selling group 
members, These exempt institutions are contacted by 

the syndicate members in a manner to avoid duplication 

of coverage and profits from sales to exempt institutions 
are for the account of the syndicate and confirmed by the 
syndicate manager, Where an issue is over-subscribed, 
the books are promptly closed, allotments made on orders 
received and confirmations sent out to buyers. 

50. The liability of each selling group member 
is limited to the amount of the new issue which he has 
requested to purchase. Syndicate members operate on a 
larger spread but must pay syndicate expenses which 
include concessions to selling group members, legal 


expenses, cost of printing circulars, etc. and since they 
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own the debentures are exposed to risk of loss while 
distribution is underway. 
MONEY MARK&T NEW ISSUES 

51. Money market securities include Government 
of Canada treasury bills, Government of Canada bonds and 
guaranteed bonds with an unexpired term of three years 
or less to maturity (or to the earliest call date, where 
a transaction is completed at a premium). Provincial 
government treasury bills, treasury bills issued by 
several large municipalities, finance company paper and 
prime commercial paper are generally classed as being 
in the money market but are not acceptable for rediscount 
purposes at the central bank nor eligible for day-to-day 
loans at the chartered banks. 

52. Fourteen investment dealers, active in 
the money market, and the chartered banks, tender each 
Thursday for Government of Canada treasury bills. 
Normally some of these bills are bought against orders 
and the balance offered to investors and the chartered 
banks, Provineial and municipal treasury bilis and 
short term coupon notes are purchased both at tender and 
by negotiation and are sold to investors who have 
Semporary surplus idle cash. In the purchase of prime 
commercial paper the dealer usually acts as an agent 
receiving a“nominal commission. Transactions in the 
money market are characterized by large size and a very 
small margin of profit. 

CORPORATE NEW ISSUES 
53. Corporation issues generally arise out of 


divect and private negotiations between an underwriting 
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house and the company. An historical relationship 

grows up between the dealer and the company, with the 
dealer having first refusal. of any new financing. Among 
the advantages to a company of such a fiscal agency is 
the continuing interest of the dealer in the company's 
financial affairs, continued sponsorship of its securitie 
in the market and the reduction to a minimum of the 
number of persons with access to company confidential 
information. 

54, The underwriter preparing an issue for a 
corporation which is coming to market for the first time, 
makes a thorough investigation of its financial condition 
calibre and continuity of management and future prospects 
employing for this purpose such experts as engineers, 
accountants and management consultants, Negotiations, 
not infrequently run on for months before the decision is 
taken to"come to the market". This trend to a more 
thorough appraisal is due to the accumulating experience 
of the underwriting house and is re-enforced by the 
requirements of professional investors and "full 
disciosure" securities acts. During the post-war period 
our underwriting houses have faced and successfully solve 
many intricate problems of corporation finance, The 
pool of skill which exists among Canadian underwriting 
houses is now very considerable and compares favourably 
with that in the United Kingdom and United States, 

55. In going to the public market a corporatio 
has a great number of vehicles available to it, including 
common and preferred shares, bonds, debentures, 


convertible securities, securities bearing warrants, a 
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variety of types of sinking funds, serial bonds and 

term and coupon arrangements, plus a wide range of 
covenants, The instrument created must be given 

careful consideration in relation to the capital structur 
of the company and the current preferences of the market, 
It is within this milieu of alternative choices that the 
investment dealer demonstrates his skill and resource- 
fulness. 

56. Once the decision to underwrite is made 
the representatives of the underwriter and the officers 
of. the issuing corporation prepare and sign an informal 
agreement covering the significant features of the 
issue. 

57. The question of the offering price and the 
underwriting compensation are not finally decided until 
just before the offering. The syndicate manager must 
correlate all known factors in arriving at a decision, 
carefully sounding out the probable reception for the 
issue through talking with his own sales organization 
and with his banking group asociates, He then presents 
to the financial officers of the issuing corporation 
his conclusion as to offering price and underwriting 
compensation, The matter is discussed freely and if no 
real differences of opinion develop the terms are 
presented to the Board of Directors and the arrangement 
approved. The pricing of the securities is vital -- if 
the manager pices the issue too cheaply he is subject to 
criticism from the Company when the price rises sharply 
in the after market, Should he price them too high the 


banking group will be left with unsold balances on their 
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hands and the issuing company will be critical of the 
poor reception given its securities, 

58. When the approval to issue has been given 
by the Board of Directors, speed becomes a major 
consideration and the issuer, the underwriter, counsel 
for the issuer, counsel for the underwriter, the issuer's 
auditors, the selected trust company, the printer of the 
prospectus and the bank note company work together with 
the goal in mind of producing the following documents; 
the prospectus, the purchase agreement, syndicate letters 
the trust deed or indenture and the debenture certificate 

59. When the prospectus has been approved by 
all concerned, it is signed by the directors of the 
company and the underwriters and filed with the 
appropriate government authorities, including ie 
securities commissions of those provinces in which the 
underwriter intends to distribute the issue, At the 
same time, the underwriter is drafting the purchase 
agreement and, if there is to be a banking group, invitin 
other houses to join the syndicate, The principal 
factors governing the selection of dealers to be invited 
to join the banking group are the issuing company's 
preference, if any; distributing ability; geographical 
location of offices; reciprocal business, The banking 
group agreement which is signed by all participants 
states the terms, including the price at which the 
securities are to be sold, under which the distribution 
is to be effected. Where the syndicate manager deems 
it advisable a selling group is formed. 


60. During the period when selling group terms 
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are in force the manager may move securities from 

dealers who are experiencing a slow sale to those who nee 
more to fill orders, . The. duration. of syndicate restrict- 
ions in the past few.years..became shorter than previously 
and it is not uncommon to find. .a syndicate with a life 

of less than seven days although in a slow moving issue 
you may find the restrictions. in.effect.from-the | timesof 
the official_offering.to, delivery date, When 
distribution of the issue has been completed, the selling 
and banking groups are terminated and each firm's share 
of the profits after expenses..is allotted pro rata, 

61. Despite the best efforts of banking and 
selling group dealers. to place securities with investors 
who will hold them, a certain amount of selling always 
occurs before delivery date, Some of this stems from 
speculators who had hoped to make a quick "turn" and some 
from investors who intended to buy and hold, but due to 
unforeseen circumstances must sell. To take care of 
this inevitable selling the syndicate manager may "go 
short" by an amount which he judges will mop up the return 
fiow of securities, The ,size of the.short position: is a 
fine calculation to be made by an experienced syndicate 
manager since an excessive short position can lead to 
serious losses. When the issue is completely distributed, 
€@a11 dealers who participated in the distribution,, and 
especially the syndicate manager, stand ready to provide 
a secondary market in the issue. 

62. Syndicate Managers accept responsibility fo 
the continuing "good health" of securities which they have 


helped create and distribute. Shoulda company which has 
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sold its securities to the public through investment 
dealers develop financial difficulties, the underwriting 
house will work with the company to solve the problem, 
TRADING AND SECONDARY MARKETS 

63. The second major function performed by the 
investment dealer is trading in the secondary market and 
the maintenance of an inventory of securities which makes 
it. possibie to conduct an orderly market. The two 
principal functions of the secondary market are: (a) to 
bring buyers and sellers together and (b) to smooth the 
course of the market by offsetting temporary variations i 
the demand for and the supply of securities, 

64, Secondary market transactions make possible 
the change in ownership of securities, thus facilitating 
primary distribution, and establish value levels for 
outstanding securities, The secondary market consists 
two segments: (a) the organized stock exchanges and (b) 
the street (also called over-the-counter, between-dealer 
or unlisted) market. The street market includes all 
fixed income securities and stocks not listed on stock 
exchanges. At times, and under certain circumstances, 
shares listed on a stock exchange may trade between 
dealers who are not members of the exchange. 

65. Here is how the street market operates, 
Prices on the street market are generally determined by 
negotiation between buyers and sellers although where 
there is a series of bids or offers made in the process 
of reaching agreement there is a degree of auction 
present, There are approximately 200 dealers and a mech 


smaller number of banks and trust companies active in the 
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street market, which is principally located in Toronto 
and Montreal, Dealers active in this market have up to 
60 direct lines to other dealers, and to an occasional 
bank, trust company or large institutional client, It 
is this network of dealers and institutions connected by 
telephone, teletype and telex which constitutes the 
market, 

66, Trading in the street market is carried on 
by "traders", In the larger investment house the work 
is divided among several traders with one handling money 
market issues, another long Canada's and provincials, 
another corporates and so on. 

67. The sales and trading departments are 
closely related, with the salesmen asking for quotations 
for securities which clients wish to buy or sell and 
traders providing salesmen with this information as 
well as quotations on securities owned by the firm or 
available on the street, 

68. Speed is an important factor in a success- 
ful trading operation and salesmen and traders are 
positioned close together so that they can inter- 
communicate quickly. This process is sometimes assisted 
by a quotation board which immediately reflects all price 
changes. 

69, The Bank of Canada is a major factor in the 
"street" market and traders in Toronto and Montreal keep 
in close touch with Bank of Canada representatives in 
these cities, The Bank does not call a market but 
"vesponds" only to firm bids and offerings, hence dealers 


are continually phoning the bank to test the market by 
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offering or bidding for blocks of Canada bonds. 

7O. Market information on price, volume, bids 
and offers is obtained mostly by word-of-mouth by traders 
taiking to each other, but printed information is also 
provided by some 25 dealers who issue daily, weekly or 
monthly quotation sheets, and by the bond quotations whic 
are disseminated by the Association to some twenty dailiels 
and two financial weeklies. The Association's quotes, 
Since they are national, are slightly wider than most 
dealer markets in retail size. 

71. In order to have an effective secondary mar- 
ket there must be a number of dealers who are prepared t 
take securities into position. A security acquired and 
held is part of the firm's long position. Inventory may 
be acquired as a result of a slow-moving new issue which 
will be gradually disposed of over a period of time, as 
the result of a conviction that a security represents goo 
value and is a desirable merchandise to offer for sale to 
elients. or as a service to tees who wish to dispose of 
securities, Size of the inventory carried is directly 
related to the dealer's capital because of the 
Association's minimum capital regulations which require 
the margining of inventory held and also because of the 
need of the dealer to maintain reserves for possible 
future commitments, A "short position" arises when a deall- 
er selis a security before he owns it. This may occur in 
anticipation of price declines, in connection with a new 
issue as previously described,or because the firm is an 
active trading house striving to give quick service to a 


client who wishes to buy. 
T2% With the growth in importance of 
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institutional investors, the demand for single executions 
of large size is increasing. Many investing institutions 
are active traders, exchanging holdings for new issues 

and moving from one security to another as proposals are 
"but up" to them by dealers or developed by the officers 
responsible for managing the portfolio. Where a stock 

is listed on a stock exchange, permission must be obtained 
to execute an off-the-board sale. The exchanges permit 
off-the-board "secondaries" over a stated minimum dollar 
value because such transactions are beyond the capacity 

of an auction marke t to process without disrupting prices. 

73. The Investment Dealers' Association assumes 
responsibility for the supervision of the street market, 
assisted by the Bond Traders Associations of Toronto and 
Montreal who provide what day-to-day overseeing is 
required. Trading Regulations (see Exhibit F) cover 
such points as good delivery, regular delivery, accrued 
interest, buy-ins and control of employee trading.» 

OTHER INVESTMENT DEALER FUNCTIONS 

74. Investment dealers provide services 
ancillary to their principal function of dealing in 
securities. These inciude provision of factual 
information regarding securities and security issuers, 
advice on investment problems and investment management 
services, 

75. Dealers provide their clients and 
prospective clients with a continuous flow of information 
concerning ‘securities, “including lists of offerings, 
market commentaries, quotations, dividends, taxes and 


called bonds, 


oa SD ios 2 : . ‘ : , - a - | ; Re MM 
: RE ; ¥ 
“ISLA A | = 
: ai 7 ™ > : 


ef anoktyoexs ofgate tot basmeb edt Lerotvacvar aie 


‘ lanotdudetart gatvaeovat yam o igntesetont at este sgiel to 


«| eepeet wea 40% egatblod gntgasdoxe (erobsid evi tos Sts 


91s elezoqotq es TaNtons oF ytEivo0e@ Sno mONT gntvom bas 


areoltto edd. yd beqoLeveb to etelBeb yd ment od "qu Trg" 

“doode # eredW  .oLfotdi1og ond ghtasnsm 16%) oldtetoqaser 

ibenistdo ed vem noteetmi6q ,egnsdoxe Nootve 8 no bedatl Set 

dimteq eegnsdoxs SAT  .6ise- btsod-sit-Ttto ns sdusexs oF 

rslfob muminkt betste s 1evo "eetasbnoose" BHrsdd-sAd-Ttto 

ystosqso edt bnoyed exs eftottoseansid Hove Sauesed sptav 

| eeottq gaitquxetb tuoddiw Besoo%g of Jotten- Aotvous ms To 
eemyess moltatooeeA Isvefsed tnemdBevnT |aT vey 

.? ors doerta ato ro LENeRONDS odd vot ys trrdtenogesr 

bas otmotof to enoitvstoosaA eatebsiT boom sad yd Bboeteteées 

el-gaiesarevo ysb-odJ-ysb tsdw sbivorg ofw fsse*tdomM 

rSvoo (% SididxH! 9a) enotisinueeh gatbs rt Sacks bee 

beyys9s .Yievileb «Siuget .yrevileb Boog as etntog Adve 

-  gatberd ssyolqme to L6xtaos bas ant-yud» vesredat 


SvOLPOUUT ABIANG TUAMTEAVUI AAHTO 


SO ET I A NR I RA A I BE rr A NON Te mip ly ean een 


oG 
@m 
© 
bre 
S 
w 
$e3) 
a] 
DO 
oS 
peo 
G 
oO 
Q 
4 oo) CS 
#2 
® 
iy 
fé3) 
o 
om 
Gh 
= 
G 
3 
cL 
ie 
D 
co) 
S 
eI 
* 
~4 


af gaifissb To mottonuyt [sqtontiq tfoedd of yrsiftsas 
Isutost to notefvoiq sbuflont sesAT .esfitryose 
<cI19vaeet ytinvesa bas seltiiyoee satbrsge%- notisinitotat 
Tromegsism Joontasvat Bas ansfldowg tasmteevat no softvbs 
-eootviee 

bas adgetlo xtedd sbhbiverq ereised ey 
gottsmiotai to wolt avountinos & Adiw efastio evitosqadig 
SSL tesTIo To evakl antbut ort <edLi lite gatmreonos 


bas gexsd ,abdobivib .anotistoup laskustrennion Vedttsm 


“phrad beatles 


\. 

. 

= 
7 te 


<a a bs att # 7 a 


or 


oS a 8 a ee 


oe 


Nethercut & Young A.122 


Terente, Ontaric - A - 


76. On request investment dealers also provide 
advice on specific investment matters including the 
review of lists of securities and. the making of specific 
recommendations to buy, sell or hold. The quality of 
this service.is related to the firm's research-and 
statistical facilities. 78 of 177 Members reporting 
state that they maintain a statistical and research 
department staffed by at least one full-time specialist, 
127 Members of 177 reporting advise that they provide 
portfolio management services to clients. LYPLGadlL ys 
these are not discretionary accounts, the client being 
consulted prior to each change in the portfolio. Some 
dealers impose an annual fee of i/2 - 3/4 per cent of 
the value.of.the portfolio, which. .fee, may.be reduced by 
the total of profits and commissions arising from 
transactions effected for the account, Usually, 
however, .no.charge .is,-made for.this.service, the dealer's 
compensation deriving from profits and commissions: on 
transactions made for the client. At least 14 dealers 
operate investment companies, chiefly invested in 
equities, whose shares are offered to the general public. 
Some four dealers maintain pooled funds, participations 
in which are available only to clients of the dealer 
concerned. These pooled funds are designed to offer 
small clients the advantages of diversification and 
professional management in the same fashion as a mutual 
fund. 

77. Senior dealer personnel are from time to 
Gime called upon to give expert testimony at rate hearings 


and vaiuation cases and frequently serve on boards of 
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companies whose securities their firms have distributed. 
CONCLUSION 

78. The investment business because of its 
complex character, its need to adapt continuously to 
changing conditions, its confidential nature, the 
essentiality of high ethical standards and the substantial 
sums involved even in run-of-the-mill transactions is a 
orofession as well as a business. It is characterized 
by narrow gross profit margins and the necessity for 
developing volume if a house is to grow, In contrast 
with the financial institutions with which they have 
common boundaries, investment dealer organizations are 
small and characterized by a high degree of independence 
and individuality, in which pattern the views and 
convictions of senior dealers are predominant. 

79. Investment dealers -- inasetauai1y and 
through their Association -- have made a consistent effort 
during the post-war period (tempered always by the need 
and desire to consult in a democratic manner with nearly 
200 Member firms and corporations) to raise standards of 
financial capacity, competence and ethical practice. Mr. 
J.B. Coyne, then Governor of Bank of Canada, in a public 
address made on December 14, 1959, stated: 

" 4.oWe also have in Canada a well 

developed nation-wide capital market, 

particularly in respect of the 

distribution of securities issued 

by governments, local authorities and 

business corporations. This is 


primarily the field of activity of 
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investment dealers, JI think there 

is little doubt that the financial 
machinery existing in Canada for 

the placing of new issues ‘of 
securities on the market is the 

equal of that of any country in the 
world and, in proportion to our size, 
it probably arranges, year in and year 
out, for the provision of a greater 
quantity of new capital to those 
requiring it than is the case in any 
other country in the world. The 
results achieved are a reflection of 
the industry and enterprise and broad 
national outlook of our investment 


dealers...." 


- End - 
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CHANGES IN i.D.A.C, MBMBSRSHIP: APRIL, 1955 


Nev Memoces o uo Si gnats e 
1955 - 1956 “ b 
1956 = 1957 1 6 
1957 - 1958 8 5 
1958 - 1959 1 9 
1959 - 1960 ff 2 
1960 - 1961 7 4 
1961 = 1962 ey ) 
asd ile 
Reason for Resignation: 
Going out ,ofjbusiness (1) 20 
Dual members resigning (2) 9 
Dual members merging (2) 2 
Business sold to another Member 4 
inabildty eto, meet ItD.A.C. requirements 3) 
Resigned and later rejoined e 
Business sold to new interests and character 
of business changed e 
ws 
Notes: 
eit ) Death or retirement of a senior partner or 
senior partner or principal contributor of 
capital was the most common reason for 
going? out? of business. In many cases one 
or more of the partners or directors of the 
resigning firm eventually become associated 
with other member firms or corporations, 
(2) At one time the Association had a number 


of "dual" memberships where both the 
investment dealing organization and tne 
affiliated stock exchange organization 
held memberships. Changes in the way of 
doing business resulted in 9 stock 
exchange houses resigning. In two cases 
the stock business was merged with the 
investment business in one company. 
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HISTORY 

WV Arie Investment Dealers! Association of 
Canada was formed in June 1961 under the name Bond 
Dealers '« Association ‘of Canada,'- “It. was ‘the’ result ‘of a 
merger of a group of bond dealers in Montreal and the 
financial section of ‘the’ tity ‘of Toronto'Board of Trade, 

ae The Association originally started with 
32 Mempersy +a li exece pt“one~ nayinge their” Head orrice 
located in either Toronto or Montreal, By 1920 the 
membership had grown to 104 firms, many with branches 
located across the country. The Association’ could be 
said by that datectto have attained National stature, 

The name Bond Dealers' Association of Canada was felt 
not to be descriptive of the diverse and expanding 
business carried on by- the Members of the Association. 
In 1925 the name was changed to The Investment Bankers' 
Association of Canada and the Members of the Association 
began to refer to themselves as’ Investment Bankers, thus 
following the nomenclature in general use in the United 
States, 

3% In 1934 the Bank Act was changed and one 
of the amendments was to restrict to Chartered Banks the 
use of the names Bank or Banker. It was accordingly 
necessary to°séarch' for “an aiternative *name-for- the 
Association to describe the type of business carried on 
by its Members. The term Investment Dealer was decided 
upon, the name of the Association became the Investment 
Dealers! Association of Canada and Members were encouraged 


to refer to themselves as Investment Dealers, The term 
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is now widely accepted in Canada and official recognition 
has been given to it in the Securities Acts of several 
of the Provinces, 

4, By 1939 the Association had a membership 
of 130 located across Canada and was in a favourable 
position to co-operate with the Government in the 
emergency of war. The National War Finance Committee 
included a large number of Investment Dealers who played 
a vital role in the financing of Canada's war effort, 

51 Since the end of World War II the 
Association has continued to grow and expand its scope. 
After reaching a peak of 208 Members in 1953 the 
membership has now levelled off, owing mainly to mergers 
and buy-outs, to 189 Members. Although some slight 
reduction of this number may be expected, the outlook for 
the foreseeable future is that this sbicmex habe 
membership will be maintained. Exhibit A shows the 
Members of the Association as at 31st January, 1962. 

6. Since its inception, the Association's 
Head Office has been maintained in Toronto. In 1947 a 
Branch office was opened in Montreal to serve the needs 
of the Members in that city and throughout the Province 
of Quebec. This office has now become an essential part 
of the Association and has done much to establish and 
maintain its national character, Recently a French 
translation of the Association's name has been approved 
and Members in the Province of Quebec are encouraged to 
make use of this name as well as the English version. 

7. In 1947 an Education Programme was started 


for the employees of Members and for the general public. 
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Two correspondence courses for employees and a number 

of courses of various types for the public, are now 
offered by the Association. Work on a third employee 
course is at present in progress. In keeping with the 
National aspect of the Association one of the employees'! 
courses ‘and a number of ‘the ‘courses for the general publi 
are available in French, and all course assignments may 
be answered in French, 

STRUCTURE AND ORGANIZATION 

(a) Constitution and By-Laws 

8. Membership in the Association is governed 
by its Constitution and By-laws. The Association is an 
unincorporated non-profit body. The Constitution and 
By-laws may from time to time be repealed, amended or 
re-enacted by the National Executive Committee of the 
Association, subject always to the approval of the Members 
passed at a General or special meeting of the Association, 
by an affirmative vote of two-thirds of the votes given 
on such Resolution. They encompass the basic philosophy 
and operations of the Association and allow the making 
of Regulations pursuant to the by-laws for the day to day 
operations of the Association and its Members, 

9. The right to apply for Membership in the 
Association is open to all individuals, firms or 
corporations carrying on business in Canada as Investment 
Dealers, provided that the business of the applicant is 
of such character that at least haif of the gross profits 
of such business for the twelve month period immediately 
prior to application resulted from, or consisted of, 


the underwriting, distributing or buying and selling, 
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either as principal or agent, from and to the public in 
Canada, of investment securities including bonds, 
debentures, notes and shares of an investment character, 
In addition, at least 50 per cent of the principals of 
all applicants for Membership must have been in the 
investment business for at least five feewre and all 
applicants must possess a minimum of $25 , 000 liquid 
capital plus such extra capital as may be required to 
allow them to hold inventory, carry margin accounts and 
carry on other operations necessary to their business. 

10. An applicant for Membership in the 
Association is first screened by the local District 
Executive Committee, and providing it satisfies the 
requirements of By-law No. 1 of the Association and is 
approved by the Committee, notice of the application is 
given to all Members who have-a period of time in which 
to object to the applicant. if there» is no objection, 
the application is referred to the National Executive 
Committee for their final decision. 

11. During the forty-six years of its 
existence, the Association's By-laws have been continually 
amended to reflect the changing standards and requirements 
of the industry, and there have been periodic reviews 
of the Membership requirements with particular reference 
to standards of ethics, type of business transacted and 
financial position. 

12. Exhibit B contains the Constitution and 
By-laws of the Association, and Exhibit C the Regulations 
of the Association, except the Trading and Delivery 


Regulations. 
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13. The Investment Dealers! Association of 
Canada is a National pr eas ee but in keeping with 
the size and diversity of Canada it is divided into six 
Districts, as follows: Atlantic District (Provinces of 
Newfoundland, New Baenewieke Nova Scotia and Prince 
Edward Island); Quebec District (Province of Quebec); 
Ontario District (Province of Ontario); Mid-Western 
District (Provinces of Manitoba and Saskatchewan); 
Alberta District (Province of Alberta); and Pacific 
District (Province of British Columbia), Each district 
is under the direction of a Chairman and District Executiv 
Committee, the District Chairmen being Vice-Presidents 
of the Association and comprising, along with the 
President and Immediate Past President, the National 
Executive Committee, In addition, each district has a 
District Business Conduct Committee comprised of the 
District Chairman, the past five District Chairmen still 
active in the investment business, and the Managing 
Director. Appeal lies from this Committee to the National 
Business Conduct Committee which is made up of the 
Immediate Past President and the four previous Past 
Presidents still active in the business. The Association 
and each District appoints auditors and the Association 
retains Counsel in Toronto and Montreal. 

14. The permanent Executive staff of the 
Association is made up of a Managing Director, Secretary- 
Treasurer, Director of Education, Regional Director and 
Secretary Emeritus. 


15. Exhibit D lists the officers, Committees 
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and Auditors of the Association for the year 1961-62 and 
the Past Presidents of the Association since its 
inception, 


(c) Comparison With United States 
and United Kingdom Associations 


16. The Investment Dealers' Association of 
Canada is not directly comparable to securities 
organizations or associations in other countries. Althou 
in their early days the Investment Bankers Association of 
America and The Investment Dealers' Association of Canada 
were similar in their function, over the years the two 
Associations have developed along somewhat divergent 
lines. 

17. Membership in the Investment Bankers 
Association of America represents only a small percentage 
of the securities dealers in that country (approximately 
15 per cent of the nearly 5,000 securities dealers). In 
the United States there is Federal Securities Legislation 
in addition to the Securities Legislation in the ori oun 
States and membership in the U.S. Federal Government 
Sponsored and controlled National Association of 
Saeue ities Dealers is compulsory for all securities houses 
in the country. The Investment Dealers' Association 
of Canada performs some of the functions of both these 
Associations. In Canada there is no Federal Securities 
Legislation other than companies legislation and the 
Securities Acts under which Investment Dealers operate 
are provincial statutes. In the Securities Acts of the 
Provinces of Ontario, Alberta and Saskatchewan, the 


Association is specifically referred to, and is given 
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certain rights and responsibilities thereunder. A number 
of other Provincial Securities Acts are at present 

under review, and it seems likely, in at least one other 
Province, that the Association will be granted similar 
rights and responsibilities. 

18. In the United Kingdom there is no 
organization or association comparable to The Investment 
Dealers" Association of Canada. The Issuing Houses 
Association performs a somewhat similar function in the 
field of new issue underwritings. There, hoever, any 
comparison ends. The secondary market in securities 
owned as principal, is, in the United Kingdom, carried on 
by jobbers, and these firms come under the control of 
the London or other Stock Exchange on which they operate. 
FUNCT IONS 

19. The principal functions of The Investment 


Dealers! Association of Canada are as follows: 


(i) Protection of the Investing Public; 

(ii) Mutual Protection of Members; 

(iti ) Maintenance of High Ethical Standards; 

(iv) Maintenance of Orderly Marketing and Trading; 
(v) Education of Members' Employees and the Public; 
(vi) Provision of Statistical Data; 

(vii) Publications; 


(viii) Liaison with Other Financial Institutions. 
(i) Protection of the Investing Public 

20. Investment Dealers are conscious of their 
responsibilities to the investing public, both to 
institutions and to the ordinary citizen. They endeavour 


to maintain highest standards of ethics and reliability, 


7 an 
| 1 = ‘ 7 _ 
: i. . - 


- 


q | secu nt: « ~sbaworert? sabembinedoyeor bie eae an 


dufebong ds ors etod eotituyose | atonnvon 4 


* ae orortd mobsalX bettay edt ax fy me 
| Saemitesvar | eat ov eldstsgimos notistooses "Lo 10 nobvaxtasyt0 I 7 
rr ets aeewoH gatueel ott -8HSA89 to noLdstooe2A "auelsed te . 
ae, ont at dolvonut rselimte Verlwomok 8 emo9q nobtstooean 
aig: Ys ,roveod ,exedT emnatdtuwrebas syact wen to brett ‘0 
ay eelutuyoee pe peti yrsbaoose edt aber noetaqmnoe | 


| ae betssso ,wobgnta betvial edd at .ef neeltonbites es cy 


to loxtdoo ert tebays smoo amit saedd bas ausddot ee jet 


é a 


.etsiogo yerd dotdaw no sgnsntoxd Hoote serito to mobnod edd 


Evol TOAUT 


Jerome eval eT to enot tons fsqfoulug eit el I" 
| :ewollolt es e%8 SOSI80 20 molvslooeaa ‘ewetsed # 
+ pba sega edt to noidvostord (£) | 
paxedmeM ‘to wih ponents [sudom - (te) 
rebusbasie isoidsa mgtt to somsmedntsm = (LEE) 


:gribeaxT bas gatiexusM yviuebi0 to sonsnetatsM (vt) 


ioildsd edd bas eeeyolqmad 'eredmeM to aottsoubia _ (vy) 


:edsq Isottatiste to aotetvoxd (tv) 


panottsotldud (ti). 2 


~atolivttd eal {skousnta wetdo mdtw noatsil (tty) 


oildud gniveeval edd to dott o8tons () ea 


aiodd lo avyotoeros ews OLR snemdeovar rye 


Nethercut &é Young A j 137 


Ferente, Ontario - A - 


and to ensure that all members of the public receive exper 
advice and completely fair treatment. The Association 
attaches the greatest importance to this. 

21. At all times the Association has 
endeavoured to keep the interests of the nation and the 
investing public to the forefront. The Association has 
been outspoken in its attempts to ensure that investors 
are fairly and equitably treated by Corporations and 
Governments alike, particularly during financial re- 
organizations, 

e2. in particular, the Association controls in 
its By-laws and Regulations the type of business carried 
on by its Members or to be carried on by new riduiver 3, 
and the minimum financial requirements of its Members or 
of new Members, 

23. (a) Type of Business - The by-laws 
require that all Members of the Association and applicants 
for membership, must derive at least 50 per cent of their 
profits from the underwriting, distributing, or buying 
and selling, either as principal or agent, from and to 
the public in Canada, of investment securities (including 
bonds, debentures, notes and shares of an investment 
character) as defined in the By-laws. At the discretion 
of the applicable District Executive Committee, a Member 
(or applicant) may submit its dollar volume rather than 
profits. Applicants who have not been in business in 
Canada for at least one year may be admitted to membership 
on an estimate of their proposed business, but are liable 
to six-monthly reviews on the type of business they 


conduct for two years after admission to the Association. 
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All members are liable to periodic routine reviews on 
the type of business they conduct, and at the discretion 
of either the National Executive Committee or the 
applicable District Executive Committee may be required 
to submit special reviews, 

e4, The By-Laws define investment securities 
to include (i) government, municipal, hospital, school, 
corporations and religious institutions, bonds, debentures, 
notes and other securities not in default of principal or 
interest; (ii) preferred shares not in arrears of 
dividends; (iii) such common shares with demonstrated 
earning power whether or not dividend paying, such shares 
in Investment Companies, and such other securities as 
the applicable District Executive Committee, with the 
concurrence of the National Executive Committee, may from 
time to time approve as investment securities, 

25. Exhibit E consists of the Application for 
Membership form and the form used when requiring Members 
to submit a breakdown of the type of their business. 

26. (b) Minimum Financial Requirements - All 
Members of the Association are required to maintain 
minimum capital in accordance with the type and magnitude 
of operations carried on. The minimum liquid capital 
which is to be maintained must be at least $25,000, but 
this has to be supplemented, and such liquid capital 
must be at least sufficient to provide an adjusted liquid 
capital equal to the sum of 
(i) 2% of the Members' current liabilities or 

$50,000 whichever is less; 


(aa) 2% of the Member's adjusted liabilities; 
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(iii) Such additional amount as may be required 

if a Member does not deposit all clients' 

free credit balances in a Clients' Trust 

Account or carries margin accounts for 

clients or sells securities on an instalment 

payment plan. 
In the case of a large national or international house 
earrying on a fully diversified Investment Deaiers' 
business, the total amount of minimum capital required 
would be very substantial. Members are obliged to 
segregate clients' securities held in safekeeping from 
their own securities, and to carry minimum insurance 
coverage. 

27. By-law 8A of the Association and the 
Regulations of the National Executive Committee made 
pursuant thereto, outline the minimum capital requirements 
of the Association. By-law 8C and the Regulations of 
the National Executive Committee made pursuant thereto, 
contain the insurance requirements of the Association. 
(Refer to Exhibits B and C). 

(ii) Mutual Protection of Members 

28. In common with other trade associations, 
one function of The Investment Dealers' Association of 
Canada is the protection of its Members. Every effort is 
made to foster the interests of the Investment Dealer, 
and the Association, when required, submits brief's and 
recommendations on behalf of the industry to the 
appropriate authorities, 

(iii) Maintenance of High Ethical Standards 


29. The speed at which securities transactions 


/ 
. ; to «@ — em 
wall 3 avon, 


srmtaQ) oinowlo 


‘se etaetio: Lis Jfaoqeb Jom eso0b tedmeM 8° TL es yy) ort: 
dasiT 'admelio sant esonsiad Jibero eet 
tot adayooos nigusm.estiwr1s9 to JaMoODDAs casi’ 
dnemistent as mo eelituvoee alloa to atastlo - 
.asiq taemysg 
sevod Isroltisnietat ro Isnoltsn egisi s to saso edd «i 
‘erelsed vnomiesval betttetevib yllwt s ao _gatyrise. 
betivper [stiiqsos mumiaim to tavoms Isitod. odd ena iiaeaie 
ot bDeatido sis atedmoM istinstdedya yrev ed. bivow 
mort gauiqesvisisa al bled eeitinvose ‘atnetio sissgerg.9e 
sonsivenl muminin yurso of bas ,settinvoss nwo. stoerdd 
. 88B8IEVOD 
sd3 bas soldslooged, ort. to AS wal-ya  .JS 
ebsmn seddiomod svitvoexd [snotie edt to anotisingef 
evaemertuper Istiqso mumtaim edd entituo ote redd Jassatug 
to anolvsiugesA edd bas 0S wal-va sMofistsoesA sdt to 
sdinaliae dasvewqg ebsm seddinmod evityooxd [snotisu oat 
Molisiooead: sat to atnemetiuper sonsivent ect aistnoo 
(2 bas @ attdtdxd o¢ totem) 


axedmeM to nottoetort Lsutum 9 (tb) 


Screen deetiemmethieadatiaacertebetemndediiadnateanmbarainiaedimendiinemes tose aeeeniote eer eee 


ee oer par A a nr tae 


<anoltslooges ebsxt vedio ditw,aommoo al’ -.8S 

lo mottistooeeA ‘exsised dnemdaeval sAT. to sottonut emo 
ai dvolts yieva ,evedmeM ett to nofvoestexg ord et sbensd 

.16ised daemtdeeval edd to eteeretat edt rsteoct of obsm 

bas eisind alimdua ,bertyper medw (notdstooaeA odd bas 


said ov yuteubat edd to tered no enotisbrnemmooe* 


.eettizvodius etstigouggs © 


abtsbast2 Isotdda dgtH to somsnedatsm (Ltt) 


aren & = Ae tee, bee Bt ae. Ghee t.. cA. & =... . sae roo 


Nethercut & Young A.140 


Terente, Ontario - A - 


take place makes it impractical for each sale or purchase 
to be confirmed in writing at the time. Shares or bonds 
are bought and sold by word of mouth, either personally 
or over the telephone, and although confirmed by letter 
as soon as possible (usually the same day) this confirm- 
ation is not received by the other eat at the next 
day at the earliest, veges failure to honour these 
verbal contracts is extremely rate, and the word of an 
Investment Dealer is regarded as his bond. 

30. Although Members of the Investment Dealers' 
Association of Canada have built up an enviable record 
for their ethics, nevertheless infringements of ethics or 
of the Association's Rules and Regulations do take place, 
A District Business Conduct Committee is set up in each 
District to hear and investigate fully any complaints 
against Members of the Association. Not only is the 
structure of these committees such that only senior 
members of the industry serve on them, but in all 
important matters the opinion of counsel is sought, thus 
helping to ensure that the Rules and Regulations of the 
Association are fairly and impartially enforced and that 
high ethical standards are maintained. There is appeal 
to the National Business Conduct Committee, which consists 
of five Past Presidents of the Association. 

31. The Association feels, particularly since 
the amendments to the Disciplinary By-laws in October, 
1961, that all complaints against Members have been 
quickly and fairly dealt with by the appropriate committee 
or committees. In the past two years two Members of the 


Association have been suspended and three Members have 
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been fined. 
(iv) Maintenance of Orderly Marketing and Trading 

32. The Investment Dealers' Association of 
Canada exercises the ultimate responsibility for the 
manner in which secondary trading in Treasury Bills, 
bonds, debentures and unlisted shares in Canada is 
conducted. Day to day control over this trading is 
exercised respectively in Toronto and Montreal by the 
Toronto Bond Traders! Association and the Montreal Bond 
Traders' Association. These two associations are 
composed of representatives of Investment Dealers, 
Chartered Banks and certain other financial organizations. 

33. Both Bond Traders! Associations are 
subsidiary to The Investment Dealers' Association of 
Canada and agree in their By-laws or Regulations to be 
bound by the decisions of the Association ae eee ae to 
unlisted trading. In practice, all routine matters are 
handled by the committees of the two Bond Traders' 
Associations, whose decisions are normally final. However 
any Member of The Investment Dealers! Association of 
Canada who is dissatisfied with a ruling of one or other 
of the Bond Traders' Associations is entitled to bring the 
matter before the District Executive Committee of The 
Investment Dealers' Association of Canada who, through the 
Bond Traders! Liaison sub-committee, would investigate 
the matter. The Bond Traders' Associations make such 
rules and regulations as they feel necessary and desirable 
for orderly trading, and although these provisionally go 
into force when passed, they are referred to The Investmen 


Dealers! Association of Canada for confirmation, and if no 
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so confirmed would lapse. 

34. Exhibit F contains the Trading and Deliver 
Regulations of The Investment Dealers! Association of 
Canada, 

35. The Investment Dealers' Association of 
Canada maintains close liaison and contact with the 
Government of Canada, the Bank of aeiiiaia | and the 
Provincial Governments and Securities Commissioners. This 
contact is not only established and maintained by the 
elected Officers immediately on taking office, but is 
maintained on a continuing basis by the Managing Director 
and other permanent Officers of the Association. 

(v) Education of Members' Employees and the Public 

36. Prom its inception in 1947, the I.D.A.C. 
education programme has been rapidly expanded and now 
covers two distinct areas, A comprehensive internal 
education programme has beendeveloped to speed the 
training of new employees within the industry in many of 
the complexities of the investment business and thereby 
to equip them to serve the public better, An external 
education programme has also been developed to acquaint 
the Canadian investing public with the fundamental terms, 
procedures and principles of sound investment management. 
The Association employs a full-time education officer to 
direct both programmes. 

(a) Internal Education 

37. The Association's internal education 
programme is founded on two correspondence courses 
entitled "Principles and Practices of Investment Finance 


in Canada." Both courses were written by experts in the 
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industry and both are revised and have new assignment 
questions added each year. Course I is designed for ail 
new employees of Member firms, though it is also made 
available to members of most other financial institutions 
and to financial employees of Canadian corporations, It 
covers such topics as elementary accounting, the 
interpretation of financial statements, the character- 
istics of various types of investment securities, the 
origination and trading of swowtnties! LeDYA ve. 
regulations and the Provincial Securities Acts, Course 
II is at present restricted to employees of Investment 
Dealers, members of Canadian stock exchanges and editorial 
employees of the financial press. This course leads the 
student into more detailed financial analysis and covers 
corporate, provincial and municipal underwriting and 
security distributior; the operations of the Bank of 
Canada; the money market; portfolio management and 
salesmanship. 

33. The material for these two courses is 
mailed to students at regular intervals during the year 
and within a specified time completed assignments must 
be submitted. These are marked and graded and at the 
end of each Course there is a compulsory examination. 

To date, with some 5,996 persons having enrolled in the 
two courses, a total of 3,601 have successfully completed 
the programmes. Exhibit G@ shows the cumulative record of 
course results, 

39, At the time of writing, a third course for 
Members' employees is being prepared. This course will 


outline the banking,accounting, contractual, regulatory 
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and legal aspects of the investment business. 
(ob) External Bducation 

4O, Each year the Association prints and 
distributes to the general public a revised edition of 
its Home Study Correspondence Course "How to Invest Your 
Money in Bonds and Stocks." This course covers such 
subjects as bonds and debentures, preferred and common 
shares, the interpretation of financial statements and 
portfolio management. At present, the course is 
distributed to the public through the Universities of 
Western Ontario and Saskatchewan in English,and Laval 
University in French. It has received wide distribution 
ei kc Greg eneCanaresihmendédrabhiene k’eds remade 00d 
persons have enrolled in the English language version and 
approximately 2,000 in the French edition. Commencing 
September, 1962 the Association itself intends to take 
over distribution of the English edition of.the course in 
an attempt to obtain even wider public distribution. 

41, The Association maintains across the 
country active voluntary Speakers' Panels composed of 
Members! employees. Speeches are given on request to a 
large number of organizations including universities, 
schools, service clubs, women's associations, trade and 
professional bodies. About 100 public addresses have 
been arranted by the Association during the past year. 

42, In 1954 the Association produced a film 
entitled "A Matter of Importance." It stresses the 
importance of an investment programme to a typical young 
Canadian family. This film is available to Members of 


the Speakers' Panel where it has received over 300 
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Showings. It has also been widely screened on television 
across the country. 

43. Our public educational programme also 
includes lecture courses for employees of Canadian 
companies and evening lecture courses for the general 
public held in co-operation with a number of Canadian 
universities, school boards and other educational 
bodies. Exhibit H shows that over 1,700 Canadians were 
enrolled in these courses during the past year. 

44, In the Spring of the past seven years the 
Association has co-operated with the Toronto and Montreal 
Stock Exchanges in week-long visits of staff members of 
the commerce and finance departments of Canadian 
universities. This programme has given over 50 Canadian 
university professors an intimate glimpse of the 
operationsof Member firms and helped to broaden their 
understanding of the investment industry's role in the 
continued growth of our economy. 

45, For the past few years several of our 
larger Members have also played host to visiting high 
school teachers and guidance counsellors. These visits 
have helped acquaint the teachers with career opportun- 
ities in the investment business for their commercial 
and business graduates and assisted the industry in 
recruiting promising junior personnel. 

(vi) Provision of Statistical Data 

46, Apart from an employee survey completed 
in 1953 and several surveys conducted in preparation for 
this Brief, the Association has attempted little in the 


way of gathering statistical data on the operations of 
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its Members, This failure has been the result of the 


statistical information. It has become apparent that no 
two firms within the Association keep their books in the 
same way. For example: fiscal-year-ends among our 
Members fall throughout the calendar year; some firms 
record sales on transaction dates, others on delivery 
dates; and no two firms have precisely the same business 
"mix" between the institutional, retail, money market, 
bond and stock aspects of their business. 

47, The Association is hopeful, however, that 
a full and accurate statistical picture of the industry 
will soon emerge. A recent request from the Dominion 
Bureau of Statistics for further factual data as well as 
similar requests from the present Royal Commission have 
made many Members aware of the poverty of statistical 
information presently available and the value it would 
have for ail concerned. The Association's new education 
course currently under development is also expected to 
help in standardizing accounting practices within the 
industry and make regular statistical collection and 
periodic statistical reviews more readily obtainable. 

48, Nevertheless, since 1960 the Association 
has collected from its Members, through its District 
Auditors, a total of Members! borrowings outside the 
banking system and the Bank of Canada by any method on the 
collateral of securities owned by the Member, including 
day-to-day, call and term loans, buy-backs and re- 
purchase agreements where the aggregate total of such 


borrowing is in excess of $500,000. These totals are 
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Bank of Canada, the Department of Finance and the Dominion 
Bureau of Statistics, 

49, Similarly, the Association co-operates with 
the Dominion Bureau of Statistics in ee ee assembling 
and distributing statistics showing the sales and 
purchases of score between Canada and other countries), 
These are reproduced and circulated to all Members of the 
Association. For an example, see Exhibit I. 

50. Bach business day, the bid and asked 
quotations on leading corporation, government and overseas 
bonds are gathered from Member firms and distributed 
nationally to the financial press. Weekly reports on 
the domestic bond market are also supplied to Canadian 
Press and the Canadian Broadcasting Corporation. 

(vii) Publications 

51. For the convenience of its Members, the 
Association maintains a Directory of Members brought up- 
to-date twice yearly. This Directory lists all the 
Members of the Association with their branches, wire 
communications, partners, officers and directors, 

Exhibit J is the Associatior's Directory of Members, 

52. The Association currently issues four 
other publications for distribution to Members and to the 
general public. These are as follows: 

* "Canada and Canadian Provinces, 

Funded Debts Outstanding" - This 
book is published annually with half 


yearly supplements and at present about 
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17, 0O00"coples “of “each “are 
distributed each year, 
* "How to Read Financial Statements" - 
Designed for the novice teste: 
this publication first appeared in 
1958 and over 42,000 copies have now 
been distributed. 
* "Investment Terms and Definitions" - 
Also for the notice investor, this 
booklet has been in print, with 
periodic revisions, for over 15 years. 
Some 60,000 copies of it have now been 
distributed. 
* "A Career in Finance" - This 
publication tells the high school 
and university graduate about eareer 
opportunities in the investment 
industry. It has recently been 
completely rewritten and 15,000 copies 
of the new version are now being 
printed. 
Exhibit K contains copies of these four publications. 
Voda) Liaison with Other Financial Institutions 
53. The Investment Dealers' Association of 
Canada maintains liaison with the leading Stock Exchanges 
in the country. Three districts (Quebec, Ontario and 
Pacific) maintain Stock Exchange Liaison sub-committees 
and consultation with the local Stock Exchanges takes 
place on matters concerning the functioning of the 


financial industry. 
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54, The Association also liaises and maintains 
contact with The Canadian Bankers! Association, The Trust 
Companies Association of Canada, The Dominion Mortgage 
and Thies base tft Association, The Canadian Life Insurance 
Officers Association and other Associations in Canada 
concerned with the investment industry. 

HON Moe phen the Association maintains contact 
and exchange of information with the Investment Bankers 
Association of nee tee, and some 32 Members of the 
Association are also Members of the Investment Bankers 
Association of America, 

Trends and Indications for the Future 

56. In the years ahead the Association intends 
to expand and refine its internal education programme 
to equip employees of Member firms to serve the public 
better, Moves towards a broader programme of public 
education may also be expected. To strengthen the 
protection given to the investing public, the Association 
intends to maintain and improve its Members' standard 
of ethics and type of business by further tightening of 
existing regulations on membership and discipline. 
Finally, the Association hopes to embark on a fuller 
and more regular programme of statistical collection and 
reporting which should assist our Members, government 
bodies and other interested parties in understanding 


the ever-changing nature of our business. 
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DISTRICT EXECUTIVE COMMITTEES, 1961-62 
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J. William Ritchie, Chairman Bastern Securities Compan 
Limited,..Halifax, 
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W.M. Reay, Chairman Nesbitt, Thomson and 
Company, Limited. .Montreal 


J.P.W. Ostiguy, Vice-Chairman Morgan, Ostiguy & Hudon 
Ltd...Montreal 


H.W. Andrews Graham, Armstrong 
Securities Ltd...Montreal 


B.E. de Breyne L.G. Beaubien & Co. 
Limited...Montreal 


M. David Credit Interprcvincial 
Inc....Montreal 
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D. Dliouhy La Maison Bienvenu Limitee 
«Montreal 
G. Falardeau J.T. Gendron Inc....Quebec 
City 
L. Heslop Bell, Gouinlock & Company, 


Limited...Montreal, 


L.P. Letarte La Corporation de Prets 
de Quebec ....Quebec City 


R.W. MacKeen Greenshields Incorporated 
--.o- Montreal 


W.G. Pavey W.C. Pitfield & Company 
Limited,...Montreal 


W.A. Stewart Midland Securities Corpn. 
Limited....Montreal 


J. Edgar Hill, Ex-officio Royal Securities Corporatio 
Limited....Montreal. 


ONTARIO DISTRICT 


D.S. Beatty, Chairman Burns Bros. & Denton 
Limited.,..Toronto 


D.R. Annett, Vice-Chairman Annett & Company Limited... 
Toronto 


Philip J. Chadsey Wood, Gundy & Company 
Limited...Toronto 


M.D. Cox Anderson & Company Limited 
-eeloronto 


Robert W. Gouiniock, Jr. Bell, Gouinlock & Company, 
Limited....Toronto. 


J. Ross Hilborn McLeod, Young, Weir & 
Company Limited...Toronto 


William N. Hovey Equitable Securities Canada 
Limited...Toronto 


Bat.) darvig Wisener, Mackellar and 
Company Limited...Toronto 


L.E. Mayhew Harris & Partners Limited 
~e- Loronto 


JD. Schultz Dominion Securities 
Corporation Limited...Torontio 
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C.R. Slipp Wills, Bickle & Company 
Limited...Toronto 
D.I. Webb Merrill Lynch, Pierce, Fenne 


D.B. Shaw, Ex-officio 

A.J. mines Ex-officio 
Roy W. Eerdaver. BEx-officio 
C.E. Medland, Ex-officio 
R.A. MacDonald, Ex-officio 
V.S. Castledine, Ex-officio 


MID-WESTERN DISTRICT 


D.J. Langill, Chairman 
J.D. Blyth 

M.J. Bulford 

W. Lyle Deen Secretary 
W.E. Heaver 

John Graham, Jr. 

W.A. Kinch 

A.K. McCord 

J.-A, MacKnight 


W.S. Dunlop, Ex-officio 


& Smith Incorporated.... 
Toronto 


A.B. Ames & Co. Limited 
oe STOP ORES 


Mills, Spence & Co. Limited 
-- ss Forénto 


Cochran, Murray & Co. Limite 
eee Hamilton 


Wood, Gundy & Company Limite 
--s Kitchener 


A.B. Ames & Co. Limited... 
London 


V.S. Castledine & Company 
Limited....Ottawa, 


W.C. Pitfield & Company, 
Limited.,..Winnipeg 


Royal Securities Corporation 
Limited....Winnipeg 


Greenshields Incorporated... 
Winnipeg . 


Osler, Hammond & Nanton 
Limited...Winnipeg 


Nesbitt, Thomson and Company 
Limited...Regina 


Bell, Gouinlock & Company, 
Limited...Winnipeg 


Dominion Securities 
Corporation Limited, .Winnipe 


A.E. Ames & Co. Limited 
eos eWinnipeg 


James Richardson & Sons 
eos WAMDI peg 


Oldfield, Kirby & Gardner 
Limited.,..Winnipeg 
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ALBERTA DISTRICT 
K.M. Johnston, Chairman Wood, Gundy & Company 


Limited,...Calgary 


O.E. Buker games Richardson & Sons 
oo Calgary 


R. Copithorn W.C. Pitfield & Company, 
Limited, ..Edmonton 


Dennis Bessex Nesbitt, Thomson and 
Company, Limited,..Calgary 


Lioyd J. Knowler Osler, Hammond & Nanton 
Limited, .Edmonton 


Harold MacKeen Toole, Peet Investments, 
Limited,..Calgary 


William Mathewson McLeod, Young, Weir & 
Company Limited...Calgary 


R. Montague Dominion Securities 
(Alberta) Limited. .Edmonto 


Howard Ritchie Sydie, Sutherland & Ritchi 
Ltd....Edmonton 


T.W. Meredith, Ex-officio Osler, Hammond & Nanton 
Limited... calgary 


PACIFIC DISTRICT 


Ross Wilson, Chairman A.E, Ames & Co. Limited 
+ Vancouver 


A.H. Cater, Vice-Chairman Royal Securities Corporatian 
Limited...Vancouver 


HH. Dangle Wood, Gundy & Company 
Limited,..Vancouver 


J.H. Lamprey Yorkshire Securities 
Limited,...Vancouver 


G.H. Nation Dominion Securities 
Corporation Limited 
Ses « VONCOUVEr 


H.B. Paterson Norman R., Whittall Limited 
owe e Vancouver 


o.B. Read Thomas B. Read Company Ltd. 
oe-e Vancouver 
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2| K.G. Russell McLeod, Young, Weir & 
Company Limited...Vancouver 
3 : 
J.E. Smart Pemberton Securities Limited, 
4. ose vancouver 
5] L.B. Williams Hagar Investments Ltd.... 
Victoria 
6 , * 
W. Tom Brown, Ex-officio Odlum Brown Investments Ltd. 
7 eee Vancouver 


NATIONAL BUSINESS CONDUCT COMMITTEE 


Eric S. Morse, Chairman W.C. Pitfield & Company, 


Limited....Montreal 

Norman J. Alexander James Richardson & Sons.... 
Winnipeg 

BE.H. Bly Wood, Gundy & Company Limite 


~esstoronto 


R.H. Dean Nesbitt, Thomson and Company, 
Limited....Montreal 


N.H. Gunn Bell, Gouinlock & Company, 
Limited....Toronto 
DISTRICT BUSINESS CONDUCT COMMITTEES 


ATLANTIC DISTRICT 


J.W. Ritchie, Chairman Eastern Securities Company 
Limited.,..Halifax 
J.A. MacMurray Eastern Securities Company 


Limited,...Saint John 


R.C. Hebb Dominion Securities 
Corporation Limited...Halifa 


F.J. Brennan Fite Brennan & Company 
Limited...Saint John 


G.W. Ramsay Stanbury & Company Limited 
seeemaains Jonn 


J.D. Wood Nesbitt, Thomson and Company, 
Limited....Halifax 


H.L. Gassard, Ex-officio The Investment Dealers' 
Association of Canada.....° 
Toronto 
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QUEBEC DISTRICT 


W.M. gong Chairman 

J. Edgar Hill 

R.B. Casgrain 

Andrew S. Beaubien 
Dudley Dawson 

E.P.C. Kinnear 

H.L. Gassard, Ex-officio 
ONTARIO DISTRICT 

D.S. Beatty, Chairman 

D. Bruce Shaw 

Refs Daly i Sms 

Frank D, Lace 

R.K. Wright 

M.F. Newman 

H.L. Gassard, Ex-officio 
MID-WESTERN DISTRICT 
D.J. Langill, Chairman 
W.S. Dunlop 


J.D. Bulgin 


Nesbitt, Thomson and 
Company, Limited...Montrea 


Royal Securities Corporatign 
Limited...Montreal 


Casgrain & Company Limited 
eoeeMontreal 


L.G. Beaubien & Co.Limited 
oee eMontreal . 


Greenshields Incorporated 
oo. eMontreal 


W.C. Pitfield & Company, 
Limited....Montreal 


The Investment Dealers' 
Association of Canada 
osestoronto 


Burns Bros. & Denton 
Limited....Toronto 


A.B. Ames & Co. Limited 
eeieoronto 


R.A. Daly & Company Limite 
os TOPORLO 


Matthews & Company Limited 
eset LOPOHVo 


Mills, Spence & Co.Limited 
ose LOFONnEO 


Cochran, Murray & Co. 
Limited...Toronto 


The Investment Dealers'! 
Association of Canada 
lee Toronto 


W.C. Pitfield & Company 
Limited.,. Winnipeg 


Oldfield, Kirby & Gardner 
Limited...Winnipeg 


Dominion Securities 
Corporation Limited, .Winnipeg 
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Kenneth Rothwell A.E. Ames & Co. Limited 
ooo Winnipeg 

Charles McKelvie James Richardson & Sons 
ooo eWinnipeg 

G.S. Swindell Wood, Gundy & Company 
Limited...Winnipeg 

H.L. Gassard, Ec-officio The Investment Dealers! 


Association of Canada 
tes Loronto 


ALBERTA DISTRICT 


K.M. Johnston, Chairman Wood, Gundy & Company 
Limited.. Calgary 


T.W. Meredith Osler, Hammond & Nanton 
Limited...Calgary 


A.H. Turney Locke, Gray & Company 
Limited...cCalgary 


W.V. Warner James Richardson & Sons 
---Ldmonton 


W.R. Taprell Carlile & McCarthy Ltd.... 
Calgary 
H.R. Farnsworth Burns Bros. & Denton 


Limited...Calgary 


H.L. Gassard, Ex-officio The Investment Dealers! 


Association of Canada... 
Toronto 

PACIFIC DISTRICT 

Ross Wilson, Chairman A.E, Ames & Co. Limited 


eee Vancouver 


W.T. Brown Odium Brown Investments 
Ltd....Vancouver 


A.G. Osburn Pemberton Securities 
Limited...Vancouver 


J.M. McAvity W.C. Pitfield & Company 
Limited...Vancouver 

J. Denis Hagar Hagar Investments Ltd.... 
Victoria 

G.D. Sherwood Thomas B., Read Company 


Ltd...Vancouver 
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H.L. Gassard, Ex-officio The Investment Dealers'! 


Association of Canada 
cceelorento 
DISTRICT ASSOCIATION AUDITORS 
Lee & Martin Maritime Life Bldg. Halifax,NS  3-1311 


Peat, Marwick, 
Mitchell & Co. 901 Victoria Square Montreal UN6-2693 


Ciarkson, Gordon 
& Co. 15 Wellington St.W. Toronto,Ont EM8-2751 


Deloitte, Plender, 
Haskins & Sells 60 Osborne St.N. Winnipeg, SP4-1601 


Peat ,Marwick, 
Mitchell & Co. 508-309 8th Ave.w. Calgary AM6-6041 


Buttar & Chiene 789 West Pender St. Vancouver MU3-6964 


PAST PRESIDENTS 


1916-1917 *William Hanson Hanson Bros. Montreal 
1917-1918 *A.E. Ames A.B. Ames & Co.Ltd. Toronto 
1918-1919 *J.M. Mackie C. Meredith & Co. Montreal 
1919-1920 *Sir Augustus Osler, Hammond & 
Nanton Nanton Ltd. Winnipeg 

1920-1921 *J.H. Gundy Wood, Gundy & Co. Toronto 
1921-1922 *R.D. Bell Greenshields & Co. Montreal 
1922-1923 #A.L. Crossin OrMdfieid,Karpy & 

Gardner Limited Winnipeg 
1923-1924 *J.W. Mitchell Dominion Securities 

Corporation Ltd. Toronto 
1924-1925 *J.A. Eccles Harris, Forbes & Co. Montreal 
1925-1926 *L.W. Hicks LW. Hicks & Co. Winnipeg 
1926-1927 R.A. Daly R.A. Daly Co.Ltd. Toronto 
1927-1928 *E.G. Hanson Hanson Bros. Montreal 
1928-1929 *Harry Ford Osler,Hammond & 

Nanton Ltd. Winnipeg 
1929-1930 *F.J. Coombs A.B. Ames & Co. Ltd. Toronto 
1930-1931 *N.S. Brooke Royal Securities 


Corporation Ltd. Montreal 
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THE I.DwA.C. 


1931-1932 *A.H. Williamson 
1932-19334 3 .G., Weir 
1933-1934 *W.C.Pitfield 
1934-1935 R.W. Gouinlock 
1935-1936 J.Ernest Savard 
1936-1937 *R.D. Baker 


1937-1933 #K.M. Pringle 
1938-1939 D.K. Baldwin 


1939-1940 W.P. Scott 


June 1940- 

Nov. 1940 #6.C.Cumberland 
Nov. 1940- 

Nov. 1941 *S.B. Hammond 
Nov. 1941-1942 

June 1943. 4H.E. Cochran 
1943-1944 wW.T.K. Collier 
1944-1945 *A.G.A. Spence 
1945-1947 A.S. Torrey 
1947-1948 J.A.Gairdner 
1948-1949 G.G. Ryan 


1949-1950 #J.B. Ridley 


1950-1951 Peter Kilburn 


1951-1952 wW.J. Borrie 
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Wood,Gundy & Co. Vancouver 


McLeod, Young,Weir 


& Company Toronto 
W.C. Pitfield & 

Company Ltd. Montreal 
Bell,Gouinlock 

& Co. Limited Toronto 
Savard, Hodgson 

& C0 «LAO. Montreal 
James Richardson 

& Sons Winnipeg 
Dominion Securities 
Corporation Ltd. Toronto 
Nesbitt ,Thomson 

& Go. Ltd. Montreal 


Wood, Gundy & Co. Toronto 


Hanson Bros. Montreal 
Royal Securities 
Corporation Ltd. Montreal 
Cochran, Murray 

& Co. Limited Toronto 
Coliier ,Norris 

& Quinlan Ltd, Montreal 


Mills,Spence & Co.Toronto 
W.C.Pitfield & Co.Montreal 
Gairdner & Co.Ltd.Toronto 


L.G. Beaubien 


& Co. Limited Montreal 
A.E. Ames & Co. Toronto 
Greenshields & 

(els Pores 8 shea Montreal 
Pemberton 

Securities Ltd. Vancouver 
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THE I.D.A.C. - EXHIBIT D PAGE 12 


1952-1953CUMHLST IBacktiié 


1953-1954 Gerard Gingras 


1954-1955 J.R. Hughes 


1956-1957 N.H.. Gunn 


1957-1958 R.H. Dean 


1958-1959 E.H. Ely 


1959-1960 N.J. Alexander 


1960-1961 Eric §S. Morse 


* Deceased 


# Retired 


McLeod,Young, Weir 
& Co. Limited 


Rene-T. Leclerc, 
Incorporee 


Royal Securities 
Corporation Ltd, 


Bell,Gouinlock & 
Company, Limited 


Nesbitt ,Thomson 
& Company, Limited 


Wood,Gundy & Co. 
Limited 


James Richardson 
& Sons 


W.Gy PlVileld le. co. 


Toronto 


Montrea 


Montrea 


Toronto 


Montrea 


Toronto 


Winnipe 
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1 THE I,.D,A.C, - EXHIBIT G 
2 CUMULATIVE RECORD OF COURSE RESULTS 
3 Cumulative Record of New Enrollments from our Members 


and Passes (Excluding Readership and Other Enrollments 


4 
P COURSE 1 
Jan, 1948 - June,1948 Enrolled 315 Completed 262 
6] Jan. 1949 - June,1949 L oe 33 
Apr. 1950 - Dec.,1950 104 : 64 
7| Jan. 1951 - June,1951 i 137 f 93 
Sept. 1951 - Mar.,1952 137 . TH 
8] Sept. 1952 - June,1953 ‘ 292 169 
Sept. 1953 - June,1954 a 222 e cous 
9) Sept. 1954 - June,1955 " 278 160 
Sept. 1955 - June,1956 " O6 iy 163 
10| Sept. 1956 - June,1957 js 413 : 2he 
Sept. 1957 - June,1958 Hn 495 a 285 
11] Sept. 1958 - June,1959 : 301 4 189 
Sept. 1959 - June,1960 . 439 t 254 
12|| Sept. 1960 - June,1961 i 266 . 175 
13 3,867 2,274 
14 COURSE II 
15|| Dec, 1948 - Feb.,1950 Enrolled 361 Completed 159 
Apr. 1950 - Mar.,1951 Ki Ay ney 19 
May) 1951 °- ‘Apr. ,- F952 " 413 i BD 
Sept. 1952 - June,1953 A 167 95 
Sept. 1953 - June,1954 i 159 i as 
Sept. 1954 - June,1955 ; 148 92 
Sept. 1955 - June,1956 i" 190 x "168 
Sept. 1956 - June,1957 e 183 134 
Sept. 1957 - June,1958 a 166 125 
Sept. 1958 - June,1959 218 : 176 
Sept. 1959 - June,1960 i 175 " 131 
Sept. 1960 - June,1961 208 " 161 
2,129 15, 327 
Grand Total Enrollment Grand Total 
both courses 5,996 Completed 3,601 


Percentage Completions 


To June 1961 - 58.9 per cent of Course I student 
and 62.3 per cent of Course II students who enrolled 
completed the Course. In June 1961, the latest year 
available, 65.7 per cent of Course I students and 77.4 
per cent of Course II students completed, 
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1 PART II - I.D.A.C. - EXHIBIT H 
2] I.D.A.C, Adult Lecture Courses on "Understanding 


Investment Securities" - Fall, 1961 to Spring, 1962. 
3|| Each course consisted of between 5 and 15 evening 


lectures, 

4 

5] Kitsilano High School, Vancouver, B.C. 93 
6] Burnaby Public School, Bulnanee B.C. Le 
7|| Vancouver Technical School, Vancouver, B.C. 64 
8| University of British Columbia, VancekuEr, BC. 158 
9/ University of Alberta, Edmonton, Alberta 75 
10| University of Alberta, Calgary, Alberta 70 


11] Regina Public School Board, Regina, Saskatchewan yy 
12| University of Manitoba, Winnipeg, Manitoba 148 
13] University of Toronto, Toronto, Ontario 80 
14|| Recreation Commission, Village of Forest Hill,ont. 60 
15| Recreation Commission, Leaside, Ontario 50 
Young Men's Canadian Club, Toronto, Ont. 35 
MacLean-Hunter Publishing Co.Ltd., Toronto, Ont, 110 
Marsh & McLennan Ltd., Toronto, ont. 50 
Y.M.C.A. Adult Education Programme, Hamilton,ont. 38 


St. Catharines Public School Board, St.Catharines ao 


Ottawa Public School Board, Ottawa, Ont. 50 
University of Montreal, Montreal, P.Q. ove 
McGill University, Montreal, P.Q. 255 
University of Laval, Quebec, P.Q. ve 
Bank of Montreal, Montreal, P.Q. 103 
Saint Mary's University, St. John, N.B. 60 


Total 1804 
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1 BRIEF TO THE ROYAL COMMISSION ON BANKING AND FINANCE 
2 APPENDIX B 
3 The Finance Department 
and | 
4 Federal and Provincial Government Financing 
a Submitted by 
THE INVESTMENT DEALERS! ASSOCIATION OF CANADA 

6 
7 LB pss 
8] Introduction hie 
9| The Investor or Provider of Capital A.169 
10|| Fiscal Policies A.170 
11|| Monetary Policy A,171 
12| The Bank Rate A.172 
13] Overall Government Policy A.173 
14) Comments on the Federal Debt Aeay4 
15|| Marketing of New Issues and Investor Attitudes A.175 

Canada Savings Loans A, iT5 

Recommendation A.178 

Federal and Provincial Pinancing in the Last A.179 


Ten Years Under Review 
Recommendations A,180 
Comparison Between Canada and the United Kingdom A,181 
Recommendations A.183 


Comparison Between Canada and the United States A.185 


Government Treasury Bill Market A,186 
Recommendations A.187 
Government of Canada Issues A.188 
Recommendations on Government Financing A.190 
Recommendations on C.N.R. Financing A190 
Provincial Financing A.191 
Method of Distributing Provincial Securities A.193 


to the Public 


a A. age Te ee 
pinot Dd woth, 
spumte®) cattle 


HOWAMILY QUA DUIAMAG MO MOL22IMMOD JAYOA BHT OT GALA 


gntonsaly Joma tevoD (sflontvotd Dus [srsbst 


G& XTAMaAITA 


dasmdrsged soasat® ont. 
bas 


vd botddindse 


AGAWVAD FO WVOITALTOOGGA 'cHAJARd TWAMTCAVUL AHT 


aor. 
Qar.A 
OFI.A 
LVL, A 
Syi.A 
EYEA 
AYIA 
Qyr A 
CYL A 
8YL.A 
OYA 


HBCUI 
nottoubottal 
{sd igsd to tebtvord to totesval eAT 
estotiod Lsoaeld 
yotfod yrsi sno 
sish Ansa sciT 
yotlodl tasmatevon Ifsrevo 
Jded [serebey edd mo. etaommod 
eebudLIIA roveevnl bas eereaal wok ‘to zgntdedrem 
enso.d eanivee: Sbaenaso 
nioltd sbasmmo oof 


tas] od af gsatonsnt® [stontveyd bas .snebet 
WSivSH tebaU arssyY ast 


acolisbasmmo soon 

mobanit bedia ed? bos sbsas) asewted say ay aM hy key 
enotd sbraommoooh 

esvsta betinu odd boas sbsas) asswiesd noatrsgqmodD 
. ovuem LLta YrveseiT Inewatrevon 
enokisbnommoosh 

esseel S8bsas) to tnematevod 

antoasalty unemarsvod ao sinihd chaeesanal 
gutoasalt® .ALU.D ao anotisbnsemmoosh 

gaitonsal® I[sfoufivord 


astdiuvose Istontvorwd gattudtatetd to bodiom 
HStfdndI odd of 


Nethercut & Young A. 165 


Terente, Ontaria =. 

1 APPENDIX B - INDEX - Page 2 

2|| Recommendations A195 
3] Summary of Recommendations A195 
4| Exhibit 1 A199 
5|| Exhibit II A,200 
6) Exhibit III A,201 
7| Exhibit IV (a) A,202 
8] Exhibit Iv (b) A .203 
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1 BRIEF TO THE ROYAL COMMISSION ON BANKING AND 
2 FINANCE 
3 L; We have been invited to present a Brief to the 
P Royal Commission on Banking and Finance. This portion 
P of the Brief covers The Finance Department and Federal 
and Provincial Government Financing. 
7 ee Within the framework of our particular subject 
@ and in accordance with the terms of reference, we will 
9 comment on The Finance Department, the investor who 
a provides capital to the Federal and Provincial Government 
= and those who use it, the dealer who mobilizes capital 
12 and those legislative, functional and other influences 
B which set the climate in which the users of capital and 
14 financial intermediaries operate, Our comments will be 
15 confined to the postwar period for two reasons: 
S (a) The second World War brought about 
W such great changes in the Canadian 
debt structure and debt management : 
i that any study of conditions as they 
a existed during the War or in the 
ws prewar period would have very little 


bearing on the subject now, 

(0) The inflationary tendencies brought 
about by World war II and continuing 
through the postwar period have 
brought about fundamental changes 
in investor attitudes and decisions, 

a In the early years after the War, as a result 
of high taxation, increased living costs and continuous 


inflation, the investor became aware of the advisability 
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of having at least a portion of his money in securities 
giving him some protection against the continuous erosion 
in the value of the dollar, At the same time, he 
became aware that a new era of economic expansion was 
commencing and wished to share to the utmost in the 
economic growth of the country. This led the investor 
to put more of his worth into the shares of Canadian 
corporations and this tendency has been encouraged by 
Government policy through the introduction of the 
"dividend tax credit", which now stands at 20 per ee 
as a means of fostering greater development and ownership 
of Canadian industry by Canadians. 

4, The central weakness of the postwar a 
insofar as the value of fixed income securities was 
concerned, was the result of the inflationary forces 
ereated during the War. The pent-up demand for al11 forms 
of consumer goods and social requirements such as oe 
schools, highways, hospitals, etc., coupled with the 
development of new products and the world demand for our 
raw materials and semi-finished and finished products 
created a demand for labour, materials and capital of 
unprecedented size. The demand for labour was eased by 
returning veterans and an aggressive immigration policy. 
The demand for capital during the postwar period of 
expansion was satisfied by generation of new money through 
the buoyancy of the Canadian economy and importation of 
capital from abroad with an accelerated tendency towards 
importations of massive amounts during the period 1956 
to 1961. 
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and the general public, reduced the proportion of Federal 
Government bonds in their portfolios, not only through 
committing most newly acquired funds to investment in 
higher yielding obligations of provinces, municipalities 
and corporations as well as mortgages, but by selling 
holdings of Victory Bonds. These Victory Bonds were 
then retired by the Government through budgetary 
surpluses or acquired by the banking system where the 
acquisition resulted in the monetization of the equivalen 
portion of the national debt to the extent that the 
increase in the money supply exceeded the development of 
the economy. 

6. During most of the postwar period, the 
Federal Government, by retaining by agreement or otherwis 
the main sources of taxation, operated with surpluses 
and the burden of finding new capital for expansion fell, 
for the most part, on the provinces, municipalities and 
private industry. 

ee In the same period the Canadian dollar los 
approximately 40 per cent of its purchasing value and to 
this extent, the investor who bought and retained fixed 
income securities of the Federal or Provincial govern- 
ments was the loser, On the other hand, the investor 
who purchased the shares of a cross-section of leading 
Canadian corporations gained substantially due to the 
growth in capital value of his share portfolio. 

8. As a result, there has been and is now 
a growing reluctance on the part of many investors to 
put other than a limited proportion of their funds into 


long-term bonds and unless inflationary tendencies are 
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checked this proportion is bound to decline. 

9. This was the so-called "climate" in 
which money was raised in Canada and "climate" is still 
the most powerful single factor in investment decisions 
at most levels today. 

The Investor or Provider of Capital 

10. There are, of course, important 
institutional groups in the Canadian economy obliged to 
buy fixed income securities. Most important among these 
are insurance companies, BaAeE trust companies and 
pension funds, who buy fixed term dollar obligations to 
offset fixed term dollar liabilities, aie ten" the 
pension funds to a greater degree than ever before are 
putting a larger percentage of their investable funds 
into the shares of Canadian corporations as an offset to 
the possible further decline of the buying power of the 
dollar, 

11. There is still a segment of the public 
who buy fixed term obligations of the Federal and 
Provincial governments, as an adjunct to an equity 
portfolio for the purpose of providing a liquid reserve 
of cash with a market value at or near cost, However, 
for various reasons, there does seem to be a trend away 
from investment in long-term Government bonds by these 
private investors and Canada Savings Bonds have been 
substituted in most of these portfolios to the extent 
permitted, 

LBS Many corporations with strong working capital 
positions have money available for short periods of time. 


This money, to a great extent, is now being invested in 


ae 


,entioeb of bayod ef nottrogorg ated? pexloedo: qt z, 


at “stemtlo’ beliso-ow ont: esw eielT on wO Ponce yon 
litte et “sts@tio” bns sbsnso nat » ioxkalla: ene iehaae 
eqofetoeb iseutesvat mt todos? eflgnte Lutiswoq vaom oft 
osysbot efevel dgom vs 

f£stigqsd) to ctebivoyy to todveeval sat 


tnattoqnr  .semmos: tonyeus etedt. «OL: 


ot begiido ytionoos aetbsnsd edd at equorg [saoltuditent 


seeds grooms tnstduoqnt JeomM ,eoltinwese emoonk bexk? yud 


mm ne i nr aR 
’ 


Oe ee 


bas esinsqaoo tautd .aNaad ,ssiasqmoo sonsivenl. 61s 

of anotiayiido Isliob mist bexlt yo odw,ebnaul golensg 
acd , TeV eHod ,eotviftdsrl ysiflob mtet bextt vestio 
sys sxated teve nentd sorgeb tedsou, s.ot ebaut solansgq 
ebaut oldetesvat «shed? to egstmsoteq segisl,.s gaiddug 
ot teetto ne es enotisrogtcos astbsasd to eewsde sat odmt 
eid to Yewoq golyrd end to entiosb: terdaut sldiaeog sad 
.1T8itob 


otiduq edd to tnomgee s [itte ef ewvedT: Jif 


bas [stsbey ont to enotdsagiide mred bexlt youd odw | 


Yiispe ap ol Connibs as es ,etaommrsvog Latontve to 


sviseet bkupli s gatbivotg to secqtsq dv tol ollotitog 


. TSTewoH .deoo tsen to ds eulsv JeNasn a Adiw caso to — 


ysws baed s od ot mese ceob stedd ,gmoesst auolisv tot 


Seedd yd ebanod taemarevop mred-gao0l at tmemsaoval mout | 


need sve abaog agnfvse shbansd bas exroteoval.stsvirg 


tastxe odd oF aotloti1oq ezedd to. teow al betuditedye 


.bstvinweq | \, 


Isttqso gatntow gaoiwle dtiw anolisteogios yasM ae PE Ae 


Se ee EO ia es ee SO ee eee ee! aoe, Oh ee ee a ee a ee | srannatesm ptam. 


Nethercut & Young ps 149 
-B- 


Terente, Ontaric 
Short-term Federal Government securities. <A good 
portion also is invested in other short-term debt 
instruments, but short-term Federal Government eeyiaie ta! 
because of their high degree of liquidity, are by far the 
largest element in this sector, 
Fiscal Policies 

13... The fiscal policies of the Federal and 
Provincial governments have a great bearing on the 
attitude of the investor. In the latter part of the 
period under review, the ne Government accepted the 
principles of deficit financing as a stimilus to a laggin 
national economy, but recently proper weight does not 
seem to have been given to the corollary of surpluses 
and debt retirement in periods of prosperity. What tends 
to happen is that in periods of surpluses new government 
spending programmes are initiated in preference to debt 
retirement. If a proper approach was taken and it was 
coupled with a fixed annual sinking fund of 1 per cent 
per annum on all outstanding Federal Government issues 
over ;three .years,,.a greater degree of .investor confidence 
in the security and marketability of the medium and long- 
term bonds of the Pederal Government would be generated. 
In this connection it is pointed out that most Provinces 
of Canada now provide sinking fund®for both their direct 
and guaranteed issues as set forth in Exhibit 1. The 
sinking funds on Government of Canada medium and long- 
term issues need only operate until their terms to 
maturity are three .years or less, since.once an issue has 
been less than three years to run, it becomes part of 


the money market, It is normal policy for the central 
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bank to operate in the money market and to purchase and 
hold a substantial proportion of the next maturing 
Government of Canada issue in order to provide for the 
orderly retirement or refunding of debt. This action 
will ensure an adequate market for three short-term 
issues. without the need of action by the sinking fund. 
Monetary Policy 

14. It appears to us that there is a tendency 
for debt management policy to be unduly subordinated to 
monetary policy and the Investment Dealers' Association 
suggests that the Royal Commission inquire as to whether 
debt management and control of currency have conflicting 
interests and whether these functions should be 
separated, 

15.. If debt management and control of 
currency were separated and the Department of Finance 
reassumed the direct responsibility for the management 
of the national debt, with the exception of money market 
securities, it would have the effect of bringing the 
Department of Finance and the Cabinet into closer 
association with the problems of raising money in the 
capital markets to implement Government fiscal policies, 
which .do not now adequately seem to reflect the 
requirements of. sound debt management, 

16. The -Investment Dealers Association-also 
believes that the Commission should inquire into the Bank 
of Canada's role -in-operating the Purchase Fund and 
trading for Government accounts to determine whether 
these, functions. shoudd.be handked by the Departmentcof 
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(Paragraphs 17 and 18 intentionally deleted). 

The Bank Rate 

19, Since November 1956, the Bank Rate has bee 
set each week at a level of 1/4 of 1 per cent above the 
average rate on accepted tenders at the weekly auction of 
Government of Canada 3-month Treasury Bills. 

20, Recently, this method of determining the 
Bank Rate has been the subject of a good deal of 
discussion and various views have been expressed. The 
Investment Dealers' Association feels that there is some 
merit in returning to the fixed Bank Rate as an 
instrument signalling important changes in monetary 
peltey: If this were done, there would, of course, be 
a heavier penalty for chartered banks or money market 
dealers to using the rediscount privileges of the central 
bank. As far as the chartered banks are concerned, 
this would not be too onerous since they seldom use this 
privilege: However, for the money market dealers the 
"floating rate" has the advantage of limiting the penalty 
rate at which the dealers can borrow from the central 
bank. With a fixed Bank Rate there would be occasions 
when the cost of day loans would be above the running 
yield on Treasury Bills. At times when this occurred, 
dealers would be reluctant to hold large inventories and 
this in turn could tend to inhibit the size of the money 
market, 

©1. It therefore seems appropriate to study 
the possibilities of returning to an administered Bank 
Rate, which would clearly indicate the state of the 


Canadian economy, not only in’ relation to the’ internal 
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situation in Canada, but also in relation to other major 
countries such as Great Eritain and the United States, 
The Bank Rate would be the rate which signals important 
changes in monetary policy. In addition, and “in order 


4 


to continue to foster the growth of the money market, the 
money market participants should continue to have the 
right to sale and repurchase agreements with the Bank of 
Canada, to the extent ‘of their lines of credit at the 
average tender for 90-day Bills, plus 1/4 of 1 per cent, 
Overall Government Policy 

22. We believe that the Government should 
pursue appropriate fiscal and monetary policies that have 
as their basic objective an adequate rate of economic 
growth which sustains a high level of productivity and 
employment and reasonable stability of prices, In 
addition to these objectives we believe the scope and 
quality of monetary and fiscal measures should be in 
keeping with the capacity of the Government to finance 
the national debt without straining its credit resources 
or impairing the confidence of investors at home and 
abroad in the integrity of the Canadian dollar and debt 
obligations of the Government of Canada, To maintain 
confidence in Government of Canada securities we feel 
that the authorities responsible for managing national 
debt should reiterate their belief in the following 
generally accepted basic principles of responsible debt 
management - 

(a) Government securities must be sound 

and dependable investments. 


(bo) Extremes of inflation and deflation 
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should be avoided. 

(c) The National Debt should be held 
by as great a number of individuals, 
institutions and corporations as 
possible, 

(ad). Fiscal policy should be directed 
towards continuous growth in relation 
to national income. 

(e) Periods of budgetary deficits should 
be offset more equitably by periods 
of budgetary surpluses. 

Comments on the Federal Debt 

23. Exhibit II shows the distribution of the 
Federal debt under four main headings, The Bank of 
Canada, the chartered banks, Government of Canada accounts, 
such as unemployment insurance, securities investment 
and the general public. Exhibit III shows the Total Debt 
the Average Term, the Amount of Total Debt under sours 
the Percentage of the Total Debt under 3 years, the 
Population and. the Debt Per Capita as of December 31st, 
1946, 1951, 1956 and 1961. 

24, During the period marketable debt declined 
from $16,044,000,000 to $14,575,000,000, but the amount 
of Canada Savings Loans outstanding increased from 
$469,000,000 to $4,079,000,000. Thus we are now in a 
position where out of a total debt of $18,599,000, 000, 
only $8,362,000,000 or 45 per cent is for a fixed period 
of over 3 years; $6,158,000,000 or 33 per cent matures 
in under 3 years and a further $4,079,000,000 or 22 per 
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call on the Government at any time, 
Marketing of New Issues and Investor Attitudes 

25. In the last five years large Federal 
Government deficits have necessitated substantial annual 
increases. in the debt, The marketing of the issues to 
cover the deficits was made possible to a large extent 
through the development of the money market, The one 
attribute which Federal securities should have which is 
not possessed in the same measure by any other security i 
their market liquidity, With the concentration by the 
Federal Government on the mass public market for new 
funds through the medium of Canada Savings Bonds, this 
liquidity, or ease of marketability, for fixed term 
securities has declined in recent years for ali but the 
shorter maturities, This has meant that those financial 
institutions such as chartered banks, trust companies for 
their guaranteed investment account and corporations 
have tended to confine their investments to Government 
bonds of shorter maturity. In situations where an 
investor has chosen to buy longer term bonds the tendency 
has been towards the purchase of provincial, municipal or 
corporation bonds where a higher yield has been available 
with ample security and in many cases as satisfactory 
a degree of marketability due to the operation of sinking 
funds in the case of provincial and corporate securities, 
Canada Savings Loans 

26. Since their introduction in 1946, Canada 
Savings Bonds have become a significant element both in 
the debt structure and in the annual public borrowing 


operations of the Federal Government. Despite sizable 
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redemptions for cash over the years, the outstanding 
amount of Savings Bonds has increased year by year since 
1951 to nearly $4.1 billion, and is now equal to just 
under one-quarter of the public debt. To the end of 
December, applications for the 1961 Series, first offered 
in October, numbered in excess of 1 1/4 million for over 
$932 million of Bonds. 

27. Savings Bonds are designed for individual 
investors of modest means but have been bought, within 
the limitations established for each issue, by larger 
investors, Being the equivalent of cash, they are the 
most suitable and have become the most acceptable form 
of risk-free investment for persons who are unable or 
unwilling to assume the risks of the price declines which 
can occur in market type securities, For these reasons), 
it seems certain that the kind of personal savings 
mobilized for Government use by the issue of Savings 
Bonds is, to some extent, a body of funds which would not 
be invested in other forms of securities if Savings Bonds 
were not available each year for public purchase. 

28, While the prime reason for the annual sale 
of Savings Bonds is to provide part of the cash required 
to finance Government expenditures, they also serve other 
important purposes. For example, they encourage the 
ownership of liquid assets by a large number of families 
which might not otherwise be inclined to save, Then, by 
increasing greatly the number of persons who have some 
direct ownership of securities, the Savings Bond programm 
over the years has undoubtedly widened public interest 
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29. Benefits and advantages of Savings Bonds 
to the individual investor and to the Canadian economy ar 
costly to the issuer, From available evidence, it is 
certain they are costly to sell and to service because 
cash redemptions well before final maturity date 
constitute a high proportion of original sales. (See 
Exhibit 4). This means a large part of the funds 
realized'from the sale ‘of each Series is available to 
Government use for only a relatively short period, Then, 
because they confer the right of cash redemption, Savings 
Bonds are, in effect, demand obligations which currently 
aggregate the sizable magnitude of over $4 billion. 
Through control of the money supply, the Federal 
Government can always pay its debts, But, increasing 
the money supply to finance debt retirement is not always 
a sound course of action. For this reason, there could 
be times when Government borrowing operations to raise 
funds for Savings Bond redemptions would impose 
undesirable burdens on the capital market, 

30, ‘Promethis briefeoutbine, oidsistevident 
that the economic dangers and financial costs inherent 
to Savings Bonds impose a limitation on their use as an 
instrument of debt management policy. Their advantages 
can ‘be purchased at too high a price. ‘Moreover, their 
use by borrowers other than the Federal Government 
involves even greater risks. 

31. The great difficulty lies in fiscal policy 
Had fiscal policy not led to large deficits in the last 
few years, it is possible that Savings Loans, as a major 


money raising vehicle, would not have been used to the 
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same extent, The solution to the problem lies in smalle 
deficits on the part of the Federal Government and less 
reliance on Savings Loans with a greater emphasis on 
fixed term securities as a means of raising governmental 
requirements, 
Recommendation 

32, We recommend that Canada Savings Loan issues 
in the future be offered as a pure savings instrunent and 
that the maximum amount available to any one buyer be 
examined, cree als Canada Savings Loan issues were 
made with the idea of educating the small buyer to the 
theories of thrift, but recently, there has been a 
tendency to use this method of financing as a major 
money raising vehicle, The general consensus of opinion 
of the members of the Investment Dealers! Association is 
that the maximum amount to any one buyer should not 
exceed $5,000 and that the selling emphasis should be in 
the area of the payroll savings for the small investor. 
If this approach was taken it would, of course, be 
necessary, if the demand for new money persists, to raise 
the greater percentage of the Government's requirements 
through the medium of issues with a fixed maturity. 


Federal and Provincial Financing in the Last Ten Years 
Under Review 


33. As we entered the 1950's, it was obvious 
that the investor climate had shifted for reasons outline 
in the previous paragraphs and it was therefore no longer 
possible for the Government to continue to borrow the 
appropriate portion of its requirements in the long-term 


sector, It was in this period that the Conversion Loan 
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of 1958 was conceived as a refunding operation to 
lengthen the overall maturity of the debt, The provinces 
with credit only second to the Government of tovieda, 
could always offer their issues to give a higher yield 
and the public was demanding a portion of its investment 
in shares to offset the inflationary tendencies of the 
economy. 

34, It was therefore necessary for the 
Government to tap other sources for their new money 
requirements, These sources were demanding shorter-term 
securities with a high degree of liquidity, In line 
with this demand the Government encouraged the 
development of the money market at the same time that 
investor psychology was changing. This enabled the 
Government to raise its necessary requirements in the 
short-term area and left the long-term aarke ti except 
for C.N.R. financing, free for the provinces, and other 
long-term borrowers, Most provincial borrowing is for 
long-term projects and long-term debt should be issued 
against these projects, In some instances, the 
provinces have used the short-term market for fixed term 
securities and savings loans and other routes, This 
method of provincial financing, particularly in the case 
of provincial savings loans should be limited, as the 
provinces are not in control of currency and credit, 

35. It appears to us that it is not vital to 
have the average term of the Federal debt extended to 
its absolutely attainable length, However, having in 
mind that Federal borrowing is not only to finance 


deficits and refund maturing obligations, but to provide 
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funds for government agencies who normally require long- 
term debt, such as the Canadian National Railway, St, 
Lawrence Seaway, housing, etc., it is only sound 
practice that our Federal debt should be for a somewhat 
longer period than its counterpart in the United States 
where Government agencies also borrow for their own 
account, In the United States the average term of 

the marketable debt was 4 years and 7 months as of 
December 31st, 1961. and the comparable figure for Canada 
was 8 years and 4 months. 

36. There will be periods in the future as in 
the past when depressed conditions in Canada indicate 
that the money supply can be increased without inflationary 
implications, This is a time when a greater proportion 
than otherwise of the investment dollar flows into debt 
securities, It is in such times that long-term debt 
can be issued or major conversion opportunities arise 
for a lengthening of the average term of the Federal 


debt, 


RECOMMENDATIONS 


37. 

1, -In times of high business activity, 
government should budget for surpluses 
which should be used to retire debt 
and not for the development of new 
government spending programmes, 
Sinking funds on long-term Federal 
issues, such as exists on provincial 
debt, would materially assist 


orderly marketing. 
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38. 
2% Every effort should be made to 
reduce the Government's reliance on 
Savings Loan issues as a major money 
raising vehicle, 
39. 
Be Because of the nature of provincial 
requirements, provinces should only 
resort to short-term Fixed Maturity 
debt instruments when long-term 
money is not available, 
40, 
y, Since the provinces are not in 
control of currency and credit the 
use of Savings Loan type of issues 
should be sharply curtailed, 
41. For comparative purposes and in order that 
a proper assessment of our own methods of financing of 
the Federal and provincial governments in Canada may be 
made, it seems appropriate to review the methods employed 
in the United Kingdom and the United States and draw some 
conclusions, 
Comparison Between Canada and the United Kingdom 

4®, During the period under wanton! 1946 to 
1961, the market in the United Kingdom for British 
Government and local authority issues (the latter being 
the equivalent of our provincial issues) has exerted very 
little influence on the level of the Canadian high-grade 
market, In our opinion, therefore, it is unnecessary 


to make an exhaustive comparison of the two markets, 
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except to comment on the different methods employed in 
the two markets to raise capital for similar types of 
issues, 

43, In Britain the Bank of England controls 
the terms and time of issue in the categories under 
review. There are three main categories used in Britain 
as follows: 

1, Treasury Bills 

44, As in Canada, Treasury Bills in Britain 
come up for tender once a week, Unlike oanaaa: the 
British banks do not tender for Bills for their own 
account, but meet their requirements by purchasing Bills 
from the discount market, which is comprised of a group 
of discount odsen': nominated by the Bank of England, 
which are members of the London Discount Market 
Association, and each week these ne mbers pat in one 
composite bid for the entire tender, The British banks 
and others then purchase their requirements from the 
discount houses at the then market level. 

2. British Government 

45, British Government issues are made through 
the Bank of England which pays a commission to banks and 
dealers for orders received and accepted, If the issue 
is not entirely subscribed for in this manner, theissue 
is announced as having been fully subscribed, the balance 
being underwritten by the Issue Department of the Bank of 
England and gradually sold into the market at the going 
rate by the Government dealer, and the price at which 
the security is eventually sold is therefore, in effect, 


the issue price, 


S8I,A pill » tnorallts 


-~ © - orinin® otiowk: 
mt beyolqme abortem daeteltidb edd ao Iaommos oF Fqsox9 
to aoqyd twsiimie tot Isviqso satsy od atewdtsm ows odd 
.eoueat 

afoxinoo pasisgna to sasd edd ntstina@ mr .Es 
nobau estrogetso edt at sveet to emtd bas amred odd 
atetind at beay eetrogetso atsm seidd srs sredT .woetve 
2eawolLlolt as 
eflitad yirvesoiT .f 

atsvind ot all£ta VYovaserT .sbsasd arb eA Me 
edd ,sbsarsd sxilav -199w 8 9ono tebaed tol qu somos 
nwo tledd sot elLtad tot sebnev Jon ob anasd detiind 
efitad gatasdousg yd admomoxiupst yfodd Joon dud ,trmuooos 
quots3 s to beatiqmoo at dotdw .toNysem tovoostb ead mort 
,basigam to Aasd& odd yd betsatmon apanost davooetb To 
JexrsM davooaltd mobnod ont to axredmem sis dotdw 
eno at duq earvedman seedt Aoow dose bas ,nolisiloosad 
aaasd detiingd edT ,tebast sritas edd sot bid stleogqmoo 
edt moxt etnemetiuvpes rtedd sesdowwq necd ereddo bas 
Level texts aedd edd ts asevod tavooalb 
JaomarevoD deltityd .S 

dguotdd sbem ets eevaat InemavevoD datiind .as 
bas atasd ot mnoleatmmoo s aysq dotdw basigad to Nasd odd 
event odd tr ,betqeoos bas beviteost eebro rol avrelseb 
eveatedd .enasm atdd at sot bedtwoaduva ylertine ton af 
sonsisd edd .bedivoadva yifvl meed anived es beonvoans af 
to ans od to Unomdusqed srear eid yd medetuwrebay gated 
gutog sit vs tedvsm edt otal bloa ulleubstry bas hbaslgad 
dotdw ds sotuq oct bas ."elseb taematvevod edt yd ovst 


,Joette at ,etotetedd ef bloe yilsytmave at yJiquoee oxi 


See —-- = ean Ole 


Nethercut & Young A : 183 
Terente, Ontario -B- 


3. Local Authorities 

46, Local authorities, which are in effect the 
equivalent of our provincial ipsgen? usually employ a 
dealer to advise them on the terms and conditions of the 
issue for a rect usually 1/4 of 1 per cent. In the 
first instance an issue is fully underwritten by a group 
consisting of all types of financial fis bitdb fons The 
underwriting group receives a fee of from 3/4 per cent 
to 1 per edute depending on whether the operation is a 
conversion offer or to raise new money. In addition to | 
the above charges a commission (allowance) of 1/4 of 1 
per cent is paid to banks and dealers on allotments made 
in respect of their applications, Thus the total costs 
in this respect are between 1 1/4 per cent and 1 1/2 per 
cent, The issues are made by public subscription with 
advertisement in the press inviting applications, Le 
the issue is fully or over-subscribed by such public 
subscriptions, the underwriting institutions mentioned 
receive no allotment in respect of their underwriting. 
Thus if they wish to subscribe to the issue they have to 
make application along with the rest of the investing 
public, If the issue is not fully subscribed the 
underwriters receive their proportion of the unsubscribed 
amount which is either retained as a permanent investment 
or sold in the market at the going quotation. 
REC OMMENDATIONS 

47. 

Ads The method employed in Canada for Treasury 
Bill financing seems more suitable than the method employed 


in the United Kingdom for this market, The "one bid" 
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method employed in Britain is suited to the special 
conditions of that market and is not strictly comparable 
with the method of operation in Canada, 

48, 

O. Direct British Government financing is 
carried. on in much the same manner as in Canada except 
that in Canada it has been the practice of the Bank of 
Canada, acting as agents for the 5 ciamianiaas to give 
dealers a firm amount of bonds on announcement of the 
new issue in order that confirmation can be given to the 
dealers' customers, We feel that the system employed in 
Canada is more appropriate for our market in that it 
allows immediate confirmation to the customer and gives 
dealers the ability to accurately appraise the demand 
when they subscribe for additional bonds, 

19, 

Ba The financing of local authorities is 
Similar to the way our provinces are financed in Canada 
insofar as they are done through a dealer manager, but 
at this stage the similarity stops, All the manager 
does is set the issue up for a fee and then orders may 
flow in direct to the local authority and allotments are 
made, 

50, 

4, In the case. of Canadian provincial Sauda 
the most accepted and, in our opinion, the best method 
is to appoint a manager, who forms a strong group of 
underwriters, After consultation with the borrower and 
the senior members of the underwriting group, a bid for 


all or part of the issue is made to the province 
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concerned, it is then the responsibility of the dealer 
group to merchandise the securities in which it has a 
definite liability, The fact that the group has a 
liability makes it essential that it distributes the 
securities as quickly as possible and also develops for 
the province concerned the most widespread and steady 
market for its issue. 
Comparison Between Canada and the United States 

51. Because of the importance which the United 
States Government bond market exerts on the Canadian 
Government bond wart! a more thorough review seems to 
be in order, Basically, the interest rates in the United 
States and in Canada bear a definite relationship and 
since we in Canada operate in the dollar area, there is a 
substantial flow of capital between the two countries, 
This flow has the effect of arbitrage and tends to keep 
what is regarded as a proper yield spread between the two 
markets, taking into account the yield obtainable in the 
comparable credits of the two markets and the level of 
our dollar in relation to the United States dollar. The 
essential difference between Canada and the United States 
in the distribution of direct Federal government 
securities lies in the lack of any compensation in the 
United States to dealers and dealer banks through whom 
the issues eventually reach the investor, 

52. In a country such as the United States 
which has reached the stage in its development where it is 
creating savings at a greater rate than they can be 
employed, this system can perhaps be justified. It does, 


however, mean that Government issues handled in this way 
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do not find their way into the broad public market, 
There is therefore no public market such as we have in 
Canada for Government securities, So United States 
Government debt securities tend to be held in the main by 
Government accounts, banks, insurance peiiiste ke) trust 
companies, pension funds and other semi-institutional 
pools of investment capital. This is accounted for by 
the tax exempt United States State bonds being available 
to private investors in the United States and not in 
Canada, 

Government Treasury Bill Market 

53, The Government Treasury Bill market is 
handled much the same as in Canada, These Bills are 
sold at auction once a week, A group of seventeen 
accredited dealers and banks, which have been recognized 
as purchasers by the Open Market Committee, bid on the 
Bills, and market them in a similar way to that which 
is employed in Canada, 

54. In the United States the equivalent of the 
provincial issues are the State issues, The method of 
marketing is similar in some ways to the Canadian method 
in that new issues are either sold by public tender to 
a group of dealers of whom one is the manager, or the 
manager of a group negotiates the price and terms on 
behalf of his group. The marketing then takes place in 
a similar way to that which is employed in Canada, 

55. All State issues in the United States are 
exempt from all Federal income taxes and the obligations 
of any State are exempt from any State income taxes 


levied by that State, As a result of the tax exempt 


- . _ - * 4 » J 
Se es A ore eae 
“<< = , ¥ > a AS f ¥ - 


~OBL.A 


—s 


siwwin® otwwle 
eJoxxsm oliduq bsord edd otnmt yew autedd batt toa ob 

mi evscd sw es dove dextsm off{dug om stoteted? at. oxsdT 
eousta hetitav o2 ,26lttusosa Jasmmiteve) iot shsaso 

(vd alsa edt ai Sled ed of baed aetiiuyose Jdeb Jnemareved 
Jayii ,estasqmoo sonswvent ,adasd nae ane troamarevop 
fenotdudtdent~tmse teddvo Dus ebryk aolaneg ashuomnen 


yd tot betdawooos al elit stigso inomtasvakl to afoog 


eldsitsvs gnted ebnod sist2 estsi2 bettat dqmexo xsd ost? 


ai vom bas esvsta betiav srt of eroteeval aisvirq ot 
~6bsasd 
JexisM LLtd yusessuT dasmarevep 
ai dexusm [Ltd vrweserT tnemateved sAT. .£@ 
ems effi eeedT .sdsusd al es ouse edd doum belbassd 
aesiaevee to qvoty A ,Neew s sono mottous ts bLos 
| Desingooss aeed evsd dotdw ,exasd bas atelseb betiberoos 
edd ao bid ,esttimmod Jexism oegd edd yd axsesdoug as 
dofdew tjsdJ of ysw usiinte s at medd Joalusm bas. ,alitd 
‘ | ~-SbSI89) ak beyolqnme at 
sit to alc eid seisia bedial ead? «ar He 
_ to bodidem sdT esueat sisi2 edd evs aevest Lslonivouzg 
bodvem astbsnsd sd3 ot eysw smog al uslimie at goabtovusm 
ov tebasd otfduq yd bfos rediies ers seyeast wen Jsdid at 
edd to .tegsasm ofd af sao mow To exeiseb lo quo%wy «6 
mo amisd Sas sotuq sedi estisiiogen quortsg s to wexsnsa 
ai 9908fq gexds? nedd zatiodrsm sAT ~quorty aid to tisded 
~SH8as0 al beyolqms at dotdw dsd? of ysw iusiimte s 


_9%8 astaetve betial sdtd at esyeet etsiea LA .éea 


enolisgiido old Sas eexsd smoont I[stebed ifs moxt Iqmexe. 


eexss smoont sisi& yas mort dqmexs sis svsda yas) to 


Sere ow ok oS oe UE Peete ere lUuomlCUl A ates. +644 ~- fRatewatl 


ws 


wore Ds words ¥) 


os a#reie ww 


Co ae «4 


eres 


Nethercut &é Young A ‘ 187 
Terente, Ontaric -B- 


feature on State issues, the yield is relatively low and 
the demand Sole, not from the broad general public, but 
from wealthy individuals and companies where the tax 
feature has an important bearing. This precludes any 
broad public distribution in the sense that we understand 
it in Canada, 

(Paragraph 56 deleted intentionally). 

5T « 

Is No recommendations seem necessary as far 
as the method of handling Treasury Bills in our market is 
concerned, It is pointed out? however, that in the Unite 
States, the seventeen accredited dealers and banks are 
the only bidders, whereas in Canada any dealer can make 
a bid at the auction. Although in practice only the 
dealers nominated to the money market make a bid, 

56% 

24 The method used by the United States 
Federal Government to raise money would not, in our 
apini Say do the job in Canada, The fact that the United 
States government pay no conecession for distribution means 
that their distribution is limited as pointed out in 
previous paragraphs, The one thing which is required 
in Canada is widespread- public distribution and this can 
only be secured by paying the dealers a compensation for 
distribution, 

59: 

3% In view of the fact that United States 
State bonds are exempt from Federal Taxation and also 
exempt from any State income taxes levied by that State, 


it is difficult to derive any definite conclusions 
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} 1 between the two market’, 


2| Merketing of New Issues 


3 60, We have discussed marketing procedures in 
4| Great Britain and the United States. The following 

5 paragraphs will be devoted to the marketing of new 

6 Government of Canada and provincial issues in Canada. 


7 Government of Canada Issues 


8 61, The timing and terms of Government of 


9 Canada issues are determined by the Finance Department 
10} on advice from its agent, the Bank of Canada. The 

11 amount required in any one year is determined by the 

12 amount of maturing obligations in that year, plus the 

13|| new money Sib tinaee ated if any. During the first ten 
14] years under review, the Federal Government enjoyed 

15|| surpluses, with the exception of 1946 and 1955, and 

16 their outstanding unmatured debt decreased from 

17 517,313,000, 000 in 1946 to 415,334,000,000 in 1951 and 
18) $15,234,000,000 in 1956. ‘The marketing, therefore, of 
19] new issues wes almost entirely «:»°inedto refunding and 
20 did not present a problem of any great magnitude. 

21| However, in the last five years, with one exception, the 
22|| Federal Government has experienced large deficits, with 
23|| the result that the problem of new public issues has been 
24|| considerably expanded as witnessed by the increases in 
25| the Federal debt to $18,599,000,000 as at December 31st, 
26 1961. 

27 62, ‘various techniques have been evolved 

28 through experience. Recently new issues have been 

29| confined to the short-term area which has allowed other 


30| borrowers, such as the provinces, to enjoy as much 
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freedom as possible in the long-term market, All 
Government issues have been marketed through normal 
dealer channels and with some exceptions firm 
participations have been given to dealers for distributio 
to their customers, 

63, There has been some criticism that the lis 
of primary distributors are, in fact, not normally 
engaged in the distribution of Government securities and 
it is recommended that the list of primary distributors 
be thoroughly overhauled in order that the best possible 
public distribution be secured for the Government under 
present conditions, Another point which deserves study 
is the recent trend towards new issues by the acensuadt: 
being taken up entirely by the Bank of Canada and then 
marketed at a later date. Between the time these issues 
are announced and the time they are available in the 
market, the dealer must make an educated guess on what 
the price will be and hope to provide fair value to the 
investor, This does not induce proper widespread 
distribution and does foster a certain amount of 
Speculation which is Sedecueeni et particularly in the 
securities of the Government of Canada, 

64, The price of the coaee which is entirely 
taken up by the Bank of Canada and marketed in the manner 
outlined above, is publicly announced, The price at 
which the issue is traded one week later inevitably is 
either above or below the announced issue price with 
all the market repercussions which this sort of an 
operation creates, In addition, the issue price may 


be too high and subsequent demand therefore so limited 
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that a very small percentage is held by the public with 
a consequent thin after-market. 
RECOMMENDATIONS ON GOVERNMENT FINANCING 

65. In order that the experience and technical 
marketing skills and knowledge of the investment aianedtry 
which is in close and daily touch with the ultimate 
buyer of Government of Canada securities, be effectively 
centralized and made available to the debt managers, it 
is recommended that a standing committee on the marketing 
of Government of Canada Bonds be established by 
government decree, This committee would act in an 
advisory capacity to the Bank of Canada and the 
Department of Finance in connection with the marketing 
of Government of Canada issues and problems arising 
therefrom or related thereto, It should be comprised 
of men of experience and independent judgment in the 
field of Government finance drawn from the investment 
industry and, if deemed necessary, from other segments 
of the financial community, The Committee should be 
workable in size to facilitate decision-making and ease 
of consultation in Ottawa when requested by the Bank of 
Canada and/or the Department of Finance, Its composition 
should recognize the ceographicai location of the various 
financial centres of Canada with appropriate weight being 
given to their size and importance, 
RECOMMENDATIONS ON C.N,R, FINANCING 

66, As a result of the success of provincial 
financing through large national syndicates it is 
recommended that future Canadian National Railway or 


other Government agencies which require long-term 
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should be hardled in a satibian DS} to that of the 
financing of the larger provinces, That is, a large 
national syndicate should be formed headed by a dealer 
or group of dealers to be chosen by the Department of 
Finance in consultation with the C.N.R. and the Bank of 
Canada, in fact, there was in existence until such 
financing came under the direction of the Bank of Canada, 
The anaes: or managers, would then form a banking group 
composed of the dealers in canada, who usually underwrite 
and take a liability and who would be available for 
prior consultation on timing, $hods maturities and prices 
of new issues to be brought to the market, In addition 
to this, there should be a selling group of all other 
distributors of Government securities in Canada. There 
will inevitably be some dealers who are designed as 
selling group members, who will feel they should be 
members of the banking group. Their proven distributing 
power would be the deciding factor as to whether they 
are members of the banking group or the selling ~sapeely 
and this should be decided in consultation with the 
C.N.R., the Finance Department, the Bank of Canada and 
the management group, 
Provincial Pinancing 

67. As we entered the 1950s, it was obvious 
that the investor climate had shifted for reasons 
outlined in the épen ing paragraphs of this Brief and it 
was at this time that the requirements of the provinces 
were becoming very large as a result of huge expenditures 
which had to be made for Heep CER, roads, schools, 


public utilities, etc, 
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68, It was in this period that the Bank of 
Canada, with the assistance of the chartered banks and 
money market ee aap formed the money market, which 
developed a far broader and deeper market for Federal 
Government Treasury Bills and Federal Government market 
issues maturing in less than three years and this enabled 
the Federal Government to raise the major portion of its 
requirements in this area leaving the longer term markets 
available to the da dais which due to the nature of 
their. requirements ie uad dy under most i aeuupteroees 
porrow their requirements in the long-term market, 

69, Since there are not enough large pools of 
money in Canada to finance the requirements of the 
provincial aa aisle it has become increasingly 
ident that broad public distribution is the only way 
in which the provinces could raise their requirements, 
It is apparent that these large requirements can only be 
raised through the medium of continuing strong national 
aoa ate ten: with the exception of provinces whose 
requirements are not large. 

70. The issues are usually negotiated by the 
Syndicate manager, who has the benefit of advice from 
what is known as a steering committee, This committee 
is made up of qualified persons from members of the 
syndicate whose judgment have been time proven, Once 
the price and terms have been settled the syndicate, 
which is handling the issue, takes a liability. This 
liability is the driving force behind the dealer 
fraternity to distribute the securities to the public 


and is one of the reasons why there is such a broad, 
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healthy interest in provincial issues, The syndicate 
also has a further responsibility of continuing to 
foster the market for provincial securities between new 
issues and keep the provinces informed of market 
conditions, We cannot stress too strongly the fact that 
provincial borrowing is for long-term projects and long- 
term debt should be issued against these projects, In 
some ee atéass the provinces have used the short-term 
market for dated securities and savings loans and other 
routes, This method of provincial financing, particularly 
in the case of provincial savings loans, should be 
limited as the provinces are not in control of currency 
and credit, 


Method of Distributing Provincial Securities to the 
Public 


71. Whether the distribution of provincial 
securities to the public is made through a single dealer 
or a syndicate composed of a number of dealers, the 
process is the same, The issue is either purchased by 
public tender or the purchase is at a negotiated price. 
Once this has taken place the issue is set up to offer 
to the public, The retail price is set, concessions 
to sub-agents and dealers announced to the trade, and a 
decision is reached as to whether there will be a selling 
group or not, The decision to have a selling group is 
governed by the size of the issue, On relatively small 
issues, widespread distribution is not required and, 
therefore, there would not normally be a selling group, 
but on larger reedeat there usually is a selling group 


and this group is usually composed of mmbers of the 
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I.D.A, who are not the original buyers of the issue or 
who are not in the syndicate who purchase the issue, 

72. The terms are set and usually 50 per cent 
to 60 per cent of the issue is confirmed to the under- 
writing group for sale to their clients, The remainder 
is reserved for the exempt institutions and selling 
group, Exempt institutions are made up of all the large 
insurance Séugmatas, trust companies and banks, The 
amount of bonds purchased by the exempt institutions 
varies very widely depending on the amount of money they 
have available for investment at the time, The amount 
of bonds confirmed to the selling group varies to some 
extent depending on the size of the issue, with the 
selling group usually receiving a larger percentage of 
the amount on large issues, In small issues adequate 
allotments to the selling group present a problem for 
the 189 members of the I.D.A, 

73. If exempt institutions and the selling 
group do not subscribe for the amount set aside for 
them it is obviously the liability of the originating 
group to absorb this amount into their own book and do 
the distribution themselves, If the selling group 
dealers subscribe for more than is na@mally available 
to them the originating syndicate tries to make a further 
amount available out of their own firm bonds or perhaps 
take a short position not only for after-market 
operations but in order that selling group members get 
as fair treatment as possible under the market conditions 


then existing. 
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Toronto, Ontario - B- 
RECOMMENDATIONS 
74. 


i Due to the nature of provincial requirements 
provinces should only resort to short-term fixed maturity 
debt instruments when long-term money is not available, 

1D 

2. Since the provinces are not in control of 
currency and oreatty the use of savings loan types of 
issues should be sharply curtailed, 

76. 

De We recommend that provincial fidence, 
except for small issues should be handled by large 
national syndicates headed by the managing — which 
in turn should be backed up by a steering committee 
composed of qualified persons fromtembers of the syndicate, 
It is in this way that a continuous priead) healthy market 


will be maintained for provincial securities in Canada, 


REFERENCES SUMMARY OF RECOMMENDATIONS 


The Association recommends: 


Pre as (a) that Government of Canada issues with 
Pages A.170 
to A.171 maturities in excess of three years should 


have an annual sinking fund of 1 per cent 
of their principal amount; 
(b) that the Commission enquire as to 
Pr, 14 whether debt management and control of 
Page A.171 


currency have conflicting interests 


and whether these should be separated, 
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Terente, Ontaric 
(c) that the Commission should enquire 
Pr. 16 into whether Bank of Canada or some 
Page A,171 
other agency should operate the purchase 
fund and government accounts, 
(d) that consideration be given to 
establishing two separate bank rates as 


follows: 


(1) a rediscount rate for chartered 


Pr, 19 Page banks and money market dealers 

BiLT2 

to established on the basis as the 

PY,.21 Pages : 

Ael72 and A.173 present so-called "floating rate", 
and 


(ii) a fixed Bank Rate to signal 
important changes in monetary 
policy and consequently the prime 
lending rate of Chartered Banks; 


; (e) that the Government reiterate its 
Pr, 22, 


Page A.173 belief in the generally accepted basic 
principles of responsible debt management; 
(f) that serious consideration be given 

Pr, 26 to changing the 1962 fall Savings Loan 

Pages A.175 

and A,176 Campaign by combining a smaller Canada 
Savings Loan issue with a fixed term 
issue; 

(g) (1) that the Government should budget 

Pr. 33; for surpluses in periods of high business 

Page A.178 

to activity for the purpose of debt 

Pr. 40, 

Page A,181 retirement; 


(ii) that the Government rely less on 


Canada Savings Bonds as a major vehicle 
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for raising money; 

(iii) that Provincial Governments 

sharply curtail the use of Savings Loans 
type of issues as a money-raising vehicle 
and only use short-term fixed debt 
instruments for such purposes when long- 
term money is not available; 

(hn) that the present methods employed in 
Canada for Treasury Bill éenaneangs the 
direct placement of Government of Canada 
issues and the underwriting of Provincial 
issues be continued in preference to the 
methods used in the United Kingdom for 
comparable issues in that market; 

(i) that the present methods employed in 
Canada for Treasury Bill financing, the 
direct placement of Government of 

Canada issues and the underwriting of 
Provincial asus while similar in many 
respects to United States practises, be 
continued in preference to the methods 
used in the United States for comparable 
issues in that market; 

(j) that a standing committee on the 
marketing of Government of Canada ends: 
to comprise men from the financial 
community having experience and independen 
judgment in the marketing of Government of 
Canada Bonds, be established by Government 


decree to act in an advisory capacity 
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Terento, Ontaric =m 
to the Bank of Canada and the Department 
of Finance in connection with the 
marketing of Government of Canada 
issues; 

(k) that future financing of the Canadian 
National Railways, and other Government 
agencies requiring long-term financing, 

Pr. 66, be arranged through large national 

Pages 

A.190 to syndicates of investment dealers managed 

A.191 
by one or more dealers selected by the 
Department of Finance in consultation 
with the Canadian National Railways and 
the Bank of Canada; 
(1) that Provincial financing, except 
small issues, should continue to be 

Pr. 67, arranged through large national 

Page A,191 

Go 2 syndicates of investment dealers 

Pr, 76, 

Page A,195 managed by one or more dealers backed 


up by a steering committee composed 
of qualified persons selected from 


members of the syndicate, 
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Ferente, Ontario = 8 
EXHIBIT 1 
Issue Sinking Fund 
Province of Alberta 2% of the principal amount 
Municipal Financing annually. 
Corporation 
Province of Manitoba 1% to 3% of the principal 
amount annually. 
Manitoba Hydro-Electric 1% of the principal amount 
Board annually plus 4% on balance 
in the Sinking Pund Account, 
Province of New Brunswick 2% to 3% of the principal 
amount annually. 
Province of Newfoundland 1 3/4% to 3% of the principal 
amount annually. 
Province of Nova Scoita 3% of the principal amount 
annually. 
Province of Ontario Appropriations made annually 


to a general sinking fund. 
Several issues have specified 
sinking fund arrangements, 


Hydro-Electric Power os 
Commission of Ontario Annuity method, using a 44% 


interest rate, applied to 
value of operating properties 
which are written off over 


40 years. 

Province of Prince 3% of the principal amount 

Edward Island annually. 

Province of Saskatchewan 3% of the principal amount 
annually. 

Province of Quebec 1% of the principal amount 
annually. 

Quebec Hydro-Electric 1% of the principal amount 

Commission annually with respect to 


shorter maturities and 2% 
of the principal amount 
annually with respect to 
longer maturities, 
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Terente, Ontaric - B- 
EXHIBIT IV (a) CANADA SAVINGS BONDS 


It has been assumed that the amount of each issue 
outstanding at January 1st represents the total sales 

of such issue, The January lst figure represents on the 
average approximately 90 per cent of total sales, 


Total Sales (1946 Series 1 to 1961 : 
Series 16) $10,408,715, 000 


Total Amount outstanding as at 
January 1, 1962 4,079, 000, 000 


Amount of Redemption and Maturities $ 6,329,715, 000 


Total amount of issues maturing 
during period (1947-1961) 


> 1,503,172, 000 


Resulting amount of Redemption $ 4,826,543, 000 
during period (1947-1961) 


Redemption as a percentate of Total Sales 46 4% 

Maturing issues as a percentate of the 

Total Sales 14.4% 

Total Amount at January b, 1962 as a 

percentage of Total Sales 39. 
100, 0% 


February 14, 1962, 
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1, ORIGINAL CONCEPTIONS OF THE BANK OF CANADA 
1, The previous Royal Commission in cen wac. 
comparable to the one now sitting was the Royal Commissio 
on Banking and Currency in meade: sie tive under the 
Chairmanship of Lord Neowlatans held hearings and made 
its Report in 1933. It is appropriate to review briefly 
the scope of its findings which were principally related 
Go: 
o. The provisions of the Bank Act, 
in the light of the forthcoming 
1934 revision, 
Ee The facilities provided by the 
Finance Act of 1923. 
iii, The advisability (or otherwise) 
of establishing a central bank 
with special reference to such 
a bank's relationship with 
existing commercial becca 
its authority and its functions. 
2. The Report related how the Canadian bankin 
system had evolved over a long period of years in such 
a manner as to suit the peculiar needs of the country, 
However, with the changes in the economy that had taken 
place since the Great War, the system was not as 
fo eae eat relatively, as it had been. Some of 
these changes included the extensive need for foreign 
borrowing to finance the country's development, 
difficulties of making payment of both principal and 
interest on such debt, and some degree of economic 


instability caused by the greater dependence of Canada 
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upon world economic conditions and prices resulting 
from an increasing volume of both exports and imports, 
Bue Internally, there was also a certain lack 
of flexibility under the terms of the Finance Act, which 
permitted the banks to obtain advances from the Treasury 
Board against suitable collateral, (Rates, ee) 
amounts and margins on such advances were determined by 
the Board which was comprised of the Minister of Finance 
and several Cabinet Ministers and was, bas purely 
political, The rate at the time of the hearings was 
+ per Sou which became the initial level of the Bank 
of Canada's discount rate, ) Advances were Gonusenee 
Since they were an important means of the banks maintaining 
adequate cash ratios in the face of seasonal variations 
in economic activity and loan demand, Another. method 
was the use of the New York money market where "secondary' 
reserves could be employed profitably. | 
4, There was no single banking authority 
which was detached from commercial banking and yet 
linked to national business which could endeavour to: 
Z% Maintain stability in the currency 
and price level, 
oe Regulate the quantity and flow of 
oxedat, seasonal or otherwise. 
ite Regulate exchange fluctuations arising 
from trade and capital flows. 
LV Co-operate in international monetary 
affairs with other governments and 
central banks, 


Vw Provide impartial and sound advice on 
internal fiscal policy. 
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5\ Experience in other countries indicated 
that a central bank could perform all of these functions, 
Indeed, since it appeared that no other body could do Se 
the Commission (by a majority) recommended the 
establishment of such a bank, 

6, The Commission felt that the Bank should 
be free from political interference (Macmillan Report - 
paragraph 219. See Exhibit 1.) and, as seis should not 
be a direct organ of the government, However, the 
government should have some control over the appointment 
of the senior officers and directors, all of whom should 
have expen nee; skill and integrity in order that the 
bank could gain the confidence of the Government, the 
public, the "commercial" banks and its counterparts 
abroad, The feeling was that the share capital should 
be subscribed by the general public, with dividends 
limited to a nominal amount, and any other profits 
accruing to the government. Other recommendations 
provided that the new Bank should: 

i. Have the sole right of note issue, 

le Be banker to the Dominion government, 

Bii+ Hold deposits of each of the commercial 
banks, (The suggested rate was 5 per 
eent of each bank's deposit liabilities, 
This was incorporated in amendments to 
the Bank Act in 1934). 

iv. Buy and sell exchange and specified 
securities, as well as discounting the 
latter, 


vy Issue and manage the public debt of the 
government, 
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On this last PundOnay comments were so limited that one 
may conclude that the Commission had not visualized the 
future magnitude of the job sid the obvious conflict 

of interest with monetary policy which was later to 
materialize, On the other warid, the Report went to 
considerable length in describing the central bank's 
other functwons: such as exchange dealing and monetary 
policy, its effects upon the level of economic activity, 
ways and means by which commercial banks' reserves could 
be changed, etc, The Commission expressed the view 
that in Gariader) despite the absence of a money market, 
the banking system would be sufficiently sensitive to 
changes in the discount rate, open-market and foreign 
exchange def ect ttawes ; for the central bank to be able to 
initiate or counteract trends as circumstances required, 
The Report also pointed out that central bank control 
over exchange rates was desirabie, since fluctuations 
were often the outcome of credit conditions which could 
cause short term capital cpanel tee: extensive foreign 
borrowing or entsieg | and because internal price léveas, 
to the extent they were influenced by changing credit 
conditions, could vary the volume of international 

trade, (MacMillan Report - paragraphs 206-210, 218, 
229-230. See Exhibit 2). (In passing, and as a matter o 
interest, the Commission felt that the provision in the 
Bank Act limiting the rate of interest which the 
commercial banks could charge should be repealed, In 
those daige, the maximum rate was 7 per cent, The problem 
is still with us and continues to limit the flexibility o 


rates charged by the banks), 
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II. POSITION OF THE BANK OF CANADA 

7. The provisions of the Act in 1934 which 
established the Bank of Canada followed Suite closely the 
suggestions of the Macmillan Report, (Bank of Canada 
Report of the Pirst Annual General Meeting of Shareholder 
February 25, 1936, page 11. See Exhibit 3). Particularly 
was this the case, with regard to public ownership and 
the concept that Bank policy was subject to Parliament. 
Popeyes? several steps including partial and ultimately 
complete wALTERAld ke bAS more government control over 
Board appointments and the limiting of the Governor's 
power of veto over Board asbawt one, changed the original 
basic concept of the Bank's position and made it 
responsible to the government of the day (rather than to 
parliament) and also set out that the Bank should operate 
in such a way to implement that government's policy. 
(Several important statements have been made clarifying 
this matter, among them, that by the Honourable J.L. 
Ilsley in 1941, with subsequent remarks by G.F. Towers 
in 1954 and by J.E. Coyne in 1956. Shortly after his 
appointment as Governor of the Bank of Canada in 1961, 
Louis Rasminsky echoed these earlier views, See Exhibit 
4). Thus, while it became established that the Bank 
has freedom in formulating its sac such policy must 
be in agreement with that of the Government, In other 
words, the Bank should have discretion in effecting 
seiaey® and the government should have no power to 
change the methods being used. For this system to 


function, there are three basic assumptions: 
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LQ The government's policy must be 
reasonable and sound and not 
dictated by political aims, 
a3 Both the Bank and its Governor must 
be held in high esteem and their 
prestige anquestasieds and 
ADL There must be the closest of liaison 
and co-operation between the 
Government and the Bank, 
The unhappy events in 1961 indicate the unfortunate 
possibilities when any one of these prerequisites is 
missing. To avoid a repetition of last year's happenings 
which lowered the prestige of both Canada and its 
Central Bank, it is suggested that some formal and 
Gignified procedure should be established in the event 
that there are further disagreements on fiscal or 


monetary policy between Government and Governor which 


desirability of legislative changes in the Bank of Canaca 
Act to deal with this situation, (Louis Rasminsky, 
Statement July 31, 1961). This seems to make sense in 
the light of uncertainties created by the Honourable 
Donald M, Fleming who stated: "....the government would 
have no power whatever to terminate the terms of office 
of the directors or the feeernute} (House of Commons, 
February 21, 1961). and ina matter of a few months 
demanded Governor Coyne's resignation, 
III, BANK OF CANADA AND DEBT MANAGEMENT 
8. While the original Bank of Canada Act 


| 
cannot be resolved, Me, Rasminsky has suggested the 
(1934) provided for thre Bank to act as the government's 
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agent "in the payment of interest and principal and 
generally in respect to management of public debt in 
an4ei. it, in ciathe did not become the government's 
agent until 1938. (Report of the Governor of the Bank 
of Canada to the Minister of Finance for 1938, page 9. 
See Exhibit 5) This was accomplished by the Loans and 
Interest Branch of the Department of Finance being 
transferred to the Bank and called The Public Debt 
Division, It was thought at the time that this would 
ensure closer liaison between the Bank and the Department 
of Finance and that any conflicts might be more easily 
resolved, Since the objectives of the Bank, as set out 
in the preamble to the Bank of Canada Act were ee lide 
to regulate credit and currency in the best interests 

of the economic life of the nation,, to control and 
protect the external value of the national monetary unit 
and to mitigate by its influence fluctuations in the 
general level of production, trade, prices and employment, 
so far as may be possible within the scope of monetary 
action, and generally to promote the economic and 
financial welfare of the Dominion......", and these 
clearly should be the objectives of government, no 
serious difficulties were envisaged which would cause 
fiscal policy and its resultant debt management problems 
to take precedence over the Bank's monetary belive: which 
after all, was presumably, also in everyone's best 
interests, However, years of war and preparedness for 
was, together with the growth of the welfare state 
concept have resulted in a most troublesome conflict of 


interest position for the Bank of Canada in implementing 
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its policy, and at the same time having to raise enormous 
amounts of money for tre government, Since it is evident 
that the Government cannot be denied its cash sdk cone 
hte the basic apie Gale of sound monetary policy, 
even combating inflation, have pet, from time to ine, 
sacrificed or delayed, It appears that debt 
management should revert to the Department of Pinance, 
since in this way not only the Haar Theut . but the 
Cabinet as a wacl@ may be made more aware of the problem 
of the fiscal policy being followed, 

9°, While maintaining that debt management 
should revert to the Department of Finance, it is 
relevant to make reference to some of the methods used 
by the Bank of Canada since it took over the function in 
1938, Normally, in public 1Veuee, the Bank contacts 
its list of primary distributors which includes the 
chartered baare! most of the members of the I.D.A.C., 
stock brokers and bthere® and is believed to number 
between 250 and 300, It may properly be contended that 
this list is too big and unwieldy to be efficient, and 
that it should be reduced to those organizations which 
normally position and make markets in government 
securities, Other dealers, prokers® or agents could 
apply for bonds (when they have a demand for them) to 
this group on a split underwriting fee pawie? There 
follows an outline of some of the methods which have been 
used to place issues: 

i. The Bank has purchased entire 

issues directly from the Government 


for cash, e.g. Treasury notes 
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during wartime. 
nie Es The Bank has negotiated on behalf 
of the government with the chartered 
banks for the ie ees on a formula 
haan of il-liquid low-yielding 
deposit certificates, This was 
also done in ett tue and again 
to finance exchange flows around 
1950, at which time the banks 
objected on the grounds that 
"forced" lending at low interest 
rates was involved, 
phe The Bank has conducted regular auctions 

of treasury bills. The Annual Report 
of the Governor of the Bank for 1956 
deseribed the method used. Bapieally, 
bills have not been used to any 
major extent as a method of raising 
money for the akharmuiats but as a 
liquidity instrument through which 
the banks could adjust their reserves 
with a minimum of difficulty and as an 
aid in the development of a money 
market, Increases in 91-day bill 
outstandings and the issuance of bills 
with terms of six months, nine months, 
and one year have taken place as bank 
assets grew and the money market 
developed, although some okservers 


now feel that secondary reserves at 
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the banks contain an element 
of forced lending. It has been 
suggested that consideration might 
be ead in the interests of 
convenience on smaller orders. to 
alloting amounts up to a specified 
ialenes in full at the average 
uae as is the practice in the 
United states; (R.V. Roosa, Federal 
Reserve Operations in the Money and 
Government Securities Markets, page 
38. See Exhibit 6) at the weekly 
auctions, 

Lv. Qcodstonahiy; the Bank has placed 
with the banks short-term marketable 
issues, the proceeds of which have 
tided over the government temporarily, 
and have been retired from the funds 
raised through the sale of Canada 
Savings Bonds, e.g. in 1954 and 1958. 
Such issues, unlike deposit certificates, 
have been priced to yield a fair 
return and have been liquid in the 
sense that they were saleable. 

Ve On various so deltas the Bank and 
the Department of Finance have 
recruited personnel from primary 
distributors for exceptionally 
large operations, such as the National 


War Finance Committee for Victory 
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wedne, the Conversion Loan in 
1958, and to some extent, the annual 
Canada Savings Bond campaigns, As 
a comment on this last; it appears 
that so much emphasis has been placed 
on their sale that difficulty is 
encountered by dealers in obtaining 
any material distribution of marketable 
bonds at retail, This is particularly 
‘) since government bonds have been 
subjected to such wide price fluctuations, 
It is suggested that Canada Savings 
Bonds be used, as was the apparent 
original intent, as a Me ie eAne, 
rather than an investment medium for 
funds already saved. (In his Report 
to the Minister of Finance for 1946, 
Me. Towers stated: "The Canada Savings 
Bond was designed to incorporate those 
features of both Victory Bonds and 
War Savings Certificates most desired 
by individual savers, The chief 
purpose of its issue is to facilitate 
the continuance of regular personal 
savings habits developed in wartime,") 

vi? Other methods used range from auctions 
to tap Loans; including firm bonds 
to primary distributors, subscription 
privileges (which sometimes meant 


ordering ten or more times the par 
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value of bonds required), acquisitions 
of underwritings by the Bank and/or 
government accounts either for cash 

or in exchange for maturing or other 
securities, It is unlikely that 

the terms, pricing or amount of the 
offering were discussed with primary 
Seabusis tenis i.e, the organizations 
and people who would be placing the 
issue, Even at the time of poems. 
there have been occasions when the 
size of an issue has been unknown, 

due to government or Bank subscriptions 
which may or may not be re-offered 
subsequently. 

vii, Starting in 1961 and after the 
government announced that it would 
stay out of the long market to finance 
its deficit, there have been some 
changes in method, The pattern has 
been about as follows: primary 
distributors receive an offering of 
firm bonds (participation determined 
arbitrarily by the Bank and variable 
from issue to issue) and usually may 
order additional bonds, but not more 
than twice the amount of firm bonds 
accepted, This is an improvement 
in that it eliminates some speculation, 


(i.e, the order is perhaps four times 
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the amount which a primary 

distributor expects to receive, 
instead of say ten times or more) 

It also enables the Minister of 
Finance to continue to announce that 
his financing was heavily over- 
subscribed, (It is not recorded 
whether the Minister, in making his 
aniveanbenedive } blushes with becoming 
modesty or simply sighs with relief), 
jrowaire¥s) it precludes a distributor 
from getting a materially larger 
allotment because of the arbitrary 
participation determined by the Bank, 
even if orders have been received 

in excess of such allotment, On the 
other hand, if a distributor is unable 
to (or does noo because he thinks 
— or pricing are not appropriate, 
and being ethical, advises his clients 
against the purchase of the security) 
obtain sufficient orders to dispose 

of the Bpdotment, he must accept his 
firm bonds and subscribe for additional 
snout or run the risk of a reduced 
participation in future financing, or 
perhaps having his name deleted from 
the Bank's list, Another undesirable 
feature is that promaiiay? distributors 


seldom can advise their customers 
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properly as to the size of the issue 
(since the Bank may also be a 
subscriber and may or may not re- 
offer) and hence the adequacy of the 
sitet from the point of view of 
supply and demand oceiaiis becomes 
pure guesswork, 

10, There have been four occasions (sep. /61, 
eeu Jan,/62 and Apr./62) when the Bank has acquired 
the entire amount of a new issue and there has been 
national advertising thereof, mentioning all terms, 
including par ace. price, and yield in bold-face 
type and below, in small be tat the Bank's acquisition, 
Seusaquentix: the Bank has re-offered the bonds to 
primary distributors at or above the advertised Beat 
either for cash or in exchange for other securities, 
Primary distributors are thus unable to obtain bonds 
for clients at the advertised price and make a profit, 

11, It should not be necessary to mention 
that such methods of offering securities would be 
unlikely to be approved by any Provincial Securities 
Commission, Such clearance is, of course, unnecessary 
for government offerings. 

12. The above may sound Like, but is not 
intended to aay a condemnation of the Bank of Canada, 
Habher, it is designed to point out that because of the 
inadequacies of Canadian fiscal peli and since it has 
to be accepted that the Government-of-the-day must have 
its cash pen insist the aie as the debt ee 


has become a victim of circumstances and has had to 
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resort to any methods available to it to raise the money, 
in the face of a growing and widespread distrust of 
merketable Government of ceneda long-term bonds as an 
investment medium, 

13, With debt management in the: hands of the 
Departnent of Finarce,there is no reason why the Bank 
would not continue to co-operate. and provide impartial 
and sound advice but the Department should, in addition, 
recruit advisory committees from dealers, banks and 
investing institutions, as is:done’ in the United States, 
The advice ’so obtained would reflect the state of capital 
markets, investor demand for specified term categrries 
of bonds, coupons, yields, .method of offering, etc,, 
and would be the most and practical®availabie., 
rt ‘may-even bé considered desirable, in due course, 
presuming a-reasonablevfiseal policy, toomake use of 
what-has-been the taost successful method.of borrowing 
by others; ive, negotiated transactions with dealer 
syndicates; ©(See@xhibit 7)... This* method is described 
in-detail in. Appendix "B" to this brief, Suffice to say 
here that’syndicate’: embers with®a Liabilitysin the 
account would, generally speaking, be Limited to) those 
organizations which are active in making trading markets 
and which inormellysposition government securities 
IV © °BANKO OR CANADA FUNCTIONS 
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is to vary the level of the national income and prices, 
up or Hout as conditions iAdieates through changes in 
the chartered banks! cash positions, In order to keep 
their ratios at the customary level, such variations will 
tend to induce the banks to change their policies 
regarding loans and/or investments wateh’ in turn, will 
change both the cost and availability of credit, Some 

of these changes may be purely xaneopaat (For eeu cia. 
farm and grain Roaa” loans against Canada Savings Bonds 
or heavier public demand for cash during holiday periods ) 
and because they tend to reverse themselves in due course 
they seldom require more than temporary offsetting 

action by the central bank, and since they are geueeaaa, 
they can be anticipated and preparations can be made in 
advance, There may also be temporary reasons for Shshee 
which cannot be anticipated and hence require more skill 
in handling. Among these are substantial inward or 
outward movements of ddpitad: the government being 
temporarily out of funds and, Saateper on occasion in 
recent sends: the results of the Bank being a lender of 
last resort to banks and money market dealers, Despite 
the fact that these conditions are only cblipaideg2 they 
may require quick offsetting action by the central bank 
in order not to create conditions which would be 

contrary to the monetary policy being pursued at the 
eiite® nor to result in disorderly markets for exchange 

or securities, Finally, there are situations which 
require more permanent sngere. such as growth in 
population and gross national product, In the initial 


stages of such a trend, the banks can sell securities to 
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meet loan demand, and velocity of turnover may increase, 
However, there are limits to both of these ncenuhidatdes , 
and in any jailen if carried far enough, they might cause 
the bond market to be seriously disrupted, making long- 
term capital borrowing more costly or difficult. Under 
such oineumatancee the Bank must increase the cash 
reserves of the chartered iia or foreign borrowing 
may increase to a point where exchange rates are 
disrupted. Such changes in monetary policy require fine 
judgment in order to ensure that productivity, and not 
orice, increases remain dominant.- R.V. Roosa in his 
pamphlet on Federal Reserve onerensana: aptly refers to 
these functions as "the ge Caundbind avoiding mechanical 
disturbances that could interfere with the smooth 
functioning of the monetary cuatek) and tre semen 
using the potentialities of control over the reserve 
base of a fractional reserve banking system to help 
promote economic growth within a pattern of sustained 
stability," 

(ii) Broadening the Government Securities Market 

15. There is a situation which must be 
improved by a central beak, or the tools at its disposal 
will have limited cenad te and that involves the 
progressive broadening of the government securities 
market. To increase the liquidity of the aaciekt over 
the cette: the Bank of Canada has taken the initiative 
with several steps and substantial progress has been madel, 
Regular treasury bill tenders were inaugurated in 1934, 
culminating in weekly auctions in 1953, including those 


for bills with terms longer than three months, During 
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its BAeLaride, the Bank has always been available to the 
chartered banks as a lender of last resort but it’ 
started, in 1953, to make its discount window available 
to selected dealers and did a substantial volume of short 
term purchase and resale agreement transactions with 
them. (Report of the Governor of the Bank of Canada to 
the Minister of Finance for 1953, page 8, See Exhibit 

ot ER 1954, changes in the Bank Act made Sdadtbie, 

for the first Ying’: the real beginnings of a money 

market (For a description of money market and its 
functions see Standing Committee on Banking and Gouserae, 
March 16, 1954, See Exhibit 9) in Canada which; through | 
a more liquid bill market and the movement of day-to-day 
borrowings by Saad? wierd the chartered banks 

to adjust their cash without dealing directly with the 
Bank of aide: and also resulted in non-bank liquidity- 
conscious investors becoming important holders of bills 
and other short-term government securities, (Report of 
the Governor of the Bank of Canada to the Minister of 
Finance for 194, pages 11-12, See Exhibit 10), From 
time to ere the Bank has taken the initiative in 
causing a reduction in the costs of handling eer Tren 
through providing free and simultaneous out-of-town 
transfers at its agency nditica’ reduced over- 
certification charges and free movement of day loans 
within the banking system, (For a detailed analysis 

see "Broadening the Money Market" by R.M, Macintoch, 
Canadian Banker; Autum 1954), It has also from time 
to time provided borrowing facilities in securities 


through sale and repurchase agreements with dealers, 
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ais eae the government market has been greatly 
disatnend making it more sensitive to supply and demand 
factors sack Shamans to Bank of Canada action, (For 
a description of the functions of a money market see 
Chapter 1, "Poreign Central Daaiclaes, the Instruments of 
Monetary Policy" by P.G. eka. which also deseribes 
the broadening of the Canadian market, The London 
and New York markets are described in "Federal Reserve 
Operations in the Money and Government Securities 
Markets" by R.V. Roosa. Both are publications of the 
Federal Reserve Bank of New York), 

1G Racenhiy. discussions have been a a 
between the Bank of Canada and asians. regarding ; 
market for bankers! acceptances, Another field to be 
explored might be the extension of the Bank's lender 
of last resort facilities to selected dendsune with 
collateral being Canadas beyond the money market term 
range of three years, This, with flexible, special, 
call loans at realistic rates at the chartered banks 
should in time broaden the market for mid and longer 
term government bonds, 
(i411) Statistical Material 

17. The Bank has had success in other 
directions, For example, its research department makes 
excellent statistical material avaiable, on a weekly 
and monthly ‘sence which not only indicates the direction 
of central bank activity but shows changing trends in 
other segments of the economy, This material is 
invaluable to business and all leveis of government 


in arriving at policy decision, If any criticism may: be 
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cited in this réepaats Lt would be in the lack of 
explanatory or illustrative articles to complement the 
bare statisties} other than the comments in the Annual 
Reports of the Governor to the Minister of Finance 

and occasional public addresses and parliamentary 
hearings by Messrs, Towers and Coyne. (In the United 
Staten; each of the twelve Federal Reserve Eank® 
publishes a monthly bulletin which contains articles 

of national and local interest, In addition, the 
Board of Governors of the Federal Reserve System has 
monthly publications which are siveidavies All of these 
contain avtienes; reproductions of speeches of senior 
officers of the banks, etc., which enlarge on available 
statistics, Each also has an annual report saibsek, 
and gerseareatiy, informative booklets are published). 
Such documentation would be most useful to saudationer 
Bodies; and would have facilitated the writing of this 
appendix, (The Report of the Committee on the Working 
of the Monetary System made similar recommendations 
respecting the Bank of England and subsequently the 
Bank's Central Banking Information Department has been 
issuing a most informative Quarterly Bulletin, See 
Exhibit 11). One mechanical recommendation would be 
the publication of bond holdings of the Bank and the 
chartered palanas in term categories of three years 

and under and over three years, to conform to the terms 
of reference on money market securities, Another would 
be making available statistics indicative of overall 
public paquidity) including holdings of commercial 


paper and government (Federal, Provincial and Municipal) 
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securities due in less than one year as well as publicly 
held money supply and outstanding Savings Bonds, 
Ve BANK OF —— ae OF DIRECTORS 
18, There — however, one situation where the 
appears to be room for sigur Said The Macmillan Report 
stated that it was vital that the management and Board 
of Directors of the Bank should be filled by persons 


with the highest degree of experience, skill and integrit 


(Macmillan Report - paragraph 227. See Exhibit 12). The 
government does not seem to have been successful in 
appointing to the Bank's Board people whose skill or 
experience appear to qualify them to gnanat} atddind in’, 
the Governor and his senior personnel. 

19. Working from the reports of the Bank of 
Canada since its iwedpiien; there appears to have been 
4 directors (excluding the nerdiinniey the Senior Deputy 
Governors and the Deputy Ministers of Finance) who have 
served about 300 man-years, Little information is 
available on some of them as to their “experience 
and skill" in financial matters and several did not 
appear in publications such as "Who's Who in Canada" 
during their terms as directors, Adding together the 
“ica ana served of those who are known to have ne 
prior cep during, or subsequent to their terms of office, 
investment deaners; stock brokers; efficers or directors 
of life insurance vuprntans officers or directors of 
chartered panies eftieers, directors or members of 
advisory boards of trust companies or scwnoniekas the 
total comes to about 125 (after eliminating duplications 


in the above-mentioned categories), This is not to 
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question the integrity of, nor to belittle the advice 
the others might have been able to provide to the 
Governor on such matters as the crop eabLeer) conditions 
in certain iudustirnais ave, nor their political valde, 
Henexex; considerably more than one-half of the wan-yaar 
served by outside directors of the Bank have been served 
by men whose educational background and business 
experience appears to have been non-financial. Steps 
should be taken to remedy this deficiency and in any 
case the selection of the directors should be based on 
competence and qualifications and not on racial or 
religious at ounek, place of papracdan, political 
affiliation or social position, (For a description of the 
selection of directors of the Federal Reserve Banks, see 
Chapter IV of The Federal Reserve Syatem: Purposes and 
Punetiéne, 1961 edition, The Court of the Bank of 
England is described in paragraphs 752-753 in the 
Committee on the Working of the Monetary System Report, 
The Bank of Canada Act, sections 5H, indicates 
management requirements of the Bank), An appropriate 
Board of Directors would not only be helpful to the 
senior officers of the Bank in their deribordtecns, but 
would enhance the Bank's prestige and possibly create 

an atmosphere of independence from government on policy 
matters, because of their recognized intelligence and 
importance in the business and financial spheres, In 
the interests of providing the Governor with genuinely 
useful en it is suggested that a kncwledgeabile 
Executive Committee be selected from the Board which 


should meet —e possibly fortnightly, with the 
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entire Board meeting at least once a month, In addition, 
consideration should be given by the Bank to the 
appointment of advisory éonkittwes} such as those 
suggested for consultation with the Department of 
Finance, 
VI, BANK OF CANADA AND MONETARY POLICY 

20¢ Most of the traditional tools of central 
banking are available to the Bank of Canada, Some have 
not been used and others have pean} with wide variations 
of success, Basically, the most important and 
effective method of central bank control has been the 
variation of bank reserves (expansion or contraction of 
the money supply ) and this may be accomplished in several 
ways, This is so-called quantitative control: 
(i) Open-market operations 

21. obvnounay) by buying or selling securitie 
the Bank can affect the deposits and hence the reserve 
ratios of the chartered banks, (The effects of open- 
market operations in a factional reserve banking system 
are described in: (1) The Federal Reserve syaten 
Purposes and paneti sis, 1961 aartren} pages 20-23, and 
(2) Memoranda and Tables sitar of Canada given 
before the Standing Committee on Banking and Bollabboe 3 
House of Commons 1939, pages 30-34), ema vée? there 
must be a market for securities for open-market 
operations to be affective, and the Bank of Canada has 
taken the initiative in broadening the market with 
some sadedans as has been indicated above, In addition 
to market opebateons, the Bank can have the same effect 


on bank reserves at the weekly bill tender by buying 
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more or less of the current issue than it holds of the 
one which co-incidentally matures, Since Bank sr eh 
Should always be directed at stabilizing the economy, 

its market operations should not cause disruptions in 

the government maiket, (in the sense that violent 
fluctuations can be avoided) sindos Lt is, of course, 

the key market and determines the rates at which lesser 
eredits may borrow. (It has become customary for 
professional investors to establish a notional yield 
differential between Canada bonds and those of lesser 
eredits, This yield spread varies from time to time for 
many reasons, ee always exists, ) The Bank seems 

seh wisiigntay over the years, to have mda sanysir nia te 

the psychological effects of its market duilinic oat 

which periodically have created excessive speculation and 
something resembling panic, After all, the Bank is the 
largest single holder of Canadian government securities, 
It does not hold them for investment purposes in the sens 
that most titetton's. such as chartered banks, insurance 
companies, pension funds; trust companies or individuals 
do, i.e. for security, liquidity or income, The Bank's 
investments are held so that it can change the liquidity 
or income, The Bank's investments are held so that it 
can change the liquidity position of others (or as a 
result of having made such changes), Thus, the effects 
of its market operations have a tremendous vaveheksenead, 
as well as an actual impact on investors in eases 
necessitating great deftness and skill in handling if 
makets are not to be disturbed, 


22, For mary years, the Bank of Canada has 
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operated in all term segments of the market, Mr, Towers 
(Standing Committee on Banking and ballin’ de® March 18, 
1951, See Exhibit 13) explained that trading in longer- 
term government was designed to broaden the market and 
he expressed the hope that the Bank could in future play 
a smaller jibe as dealers expanded their operations, 
Me, Coyne (Standing Committee on Banking and Schade, 
May 15, 1956, See Exhibit 14) pointed out some of the 
circumstances under which the Bank bought and sold 
securities, His statement seemed to suggest that the 
Bank preferred to operate as a result of dealers 
initiating the selling or buying or if it became necessa 
to mitigate fluctuations, The Radeliffe Committee's 
Report (Report of the Committee on the Working of the 
Monetary Save: paragraphs 330, 310, 373. See Exhibit 
15) indicated that the Bank of England should operate in 
longer issues to prevent disorderly markets and if it 
became desirable to change the liquidity position. of the 
"private sector", Stress is on operations in the bill 
market, as far as money management is concerned, (Foret 
Central Banking: The Instruments of Monetary Policy - 
Fousek - pages 34-35, See Exhibit 16), W.W. Riefler 
(Open Market Operations in Long-Term Securities - 
Federal Reserve Bulletin, November 1958, page 1260. 

This article should be read in its entirety) described 
the policy of the Federal Reserve System in its market 
operations since 1953 and concluded that, since buying 
or selling bills had the same effect in varying bank Was 
as trade in any other segment of the ware? a bills 


only (or preferably) policy was justified, Furthermore, 
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operating in longer bonds tended to widen their price 
fluctuations from cycle to cycle and was not justified, 
except to smooth out disorderly markets, Mr, Riefler's 
concluding remarks were as follows: 

23. "The decision of the Federal Open Market 
Committee in 1953 to confine open market operations to 
Short-term issues reflected primarily realization that 
the Government securities market occupied a crucial 
position in the postwar financial structure and a desire 
to promote the better technical functioning of that 
market by minimizing disturbances that might result from 
the System's own operations, Since the bill sector was 
very much broader than any other sector of the sieintiedlth it 
was clear that such disturbances would be held to a 
minimum if System operations were confined primarily to 
bills. The decision of the Committee reflected its 
confidence that confining operations to the shortest 
term securities would improve and not impair the market 
effectiveness of Federal Reserve policy actions, 

a4, "Basically, the System aids the economy in 
times of recession by increasing flows of loanable funds 
and thus helping to finance active demands in the markets 
for men and materials, This is the ultimate aim of 
monetary policy at such a time, The achievement of lower 
interest rates in these circumstances represents a means 
to an ands not an end in itself. The effective monetary 
stimulant to the economy in time of recession is an 
increase in the availability of reserves to the member 
banks, since such reserves increase by a multiple factor 


the supply of funds available for loans and investments 
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and also help to create a financial environment in. which 
additional eredit-worthy enterprises are both tempted 
and able to borrow, This stimulant can be provided just 
as effectively by operations in bills as by operations 
in bonds, 

25. U clinrenadintiaie the System acts to restrain 
over-ebullience in the economy when it decreases the 
rate of credit creation at the ccniiemestaub scene thus 
minimizing excess pressure on the markets for goods and 
labour, The relief of this pieces not higher interest 
rates, long- or Aentinst bere, is the object of a policy 
of restraint, The effect of such restraint in the face 
of active demands for credit will, of iene take the 
form of higher interest rates which will help to bring 
total money demand into line with resource availability. 
When open market operations are used, it is the lessened 
availability of bank reserves that effectuates this 
pest ridint ; not the fact that the security sold in. 
conducting the operation was a long-term bond, Sales of 
bills are fully as effective in absorbing reserves from 
the member banks as sales of long-term bonds, More 
eo they minimize the risk of creating a 
condition of disorder in the securities market, which 
might force intervention by the System to support the 
market at a time when broader economic considerations 
called for restraint. 

26, "The difficult problem for the System in 
periods of recession or boom is to diagnose the state of 
the economy and particularly the tempo of the money and 


capital markets through which policy actions influence 
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economic activity, The System must at all times act on 
a judgment as to the volume of reserves that is most 
appropriate to sustained economic growth and a onlay 
The formation of such a judgment involves a process of 
continuous evaluation in which the System is deri: in 
a uae probing the unknown and feeling its way. 

27. "The difficulty of deciding on the 
appropriate volume of reserves is magnified when the 
most relevant indicators of conditions in the long-term 
capital markets are deflected by transient or short-run 
responses to the System's own operations, It is minimize 
when the System is able to effectuate changes in the 
reserve position of the banks through operations that 
cause little if any immediate change in cciveat duvenas 
particularly unjustified expectations with respect to 
long-term yields, The outstanding advantage of open 
market operations confined to short-term securities is 
that they meet this criterion." W.C. Martin (Federal 
Reserve Bulletin, March 1961, page 272. This statement 
before the Joint Economic Committee should be read in its 
entirety) confirmed the desirability of the Fed 
staying in the short market, but in 1961 the outflow of 
funds in the face of a need for easy credit caused it 
to adopt a policy of buying longer securities to enlarge 
bank cash, (operation nudge) Mr. Martin described these 
operations in January, 1962 (Federal Reserve Bulletin, 
February 1962, page 131. This statement before the 
Joint Economic Committee should also be read in its 
entirety) and implied some concern over the high 


proportion of trading done by the Fed, particularly in 


Ce ae | maaan seh 
lias ele 


no vos semid Ifs is Jaum motvaye <siie'nasiuenbaaennea ane 


trom ef dsdi eevusest to omufov edd of as vaemgbul 8 


sUiiftdsta bas diworz olmonoos bentatave ov aistuqotqgs 


‘Yo aasoozg & eevloval Jmemabyt s dova to nottsmtot edt i 


ak .ayswis at meday2 edd dotdw at wolisuisvs Buossehy 109 
—_ ati gatieset bas awonddy edt gatdotg sees 8 

eri no aatbtosb to yitwolttLb edT™.<¥S 1 
ead cow bettingsm el eevreaext to smylov sis iuqowdgs 


mered—ger0 £ add ‘af anotiibaon to erotsotbat Insvslet. teom 


| aym-Tuorda to Jaetans wd yd betoslieb exs atdeaism Isdiqso — 


A oss Laon bet ten et df ,eanottsreqe awe e'metaeye ont of asanoqeaet 
efit at aegnsdo stervostts oF efds et metvaya ed? neclw 


' $sdt enottsmsgo nguoutd adasd edd to molilecq svisest 


| 

,atolisissgqxs at syasdo sistboumt yas Tk eLlvs fl sanso 

ot fosqaet dtin enottistoegxe beltitestus yLusivoidusg 
msde to sustasvbs antbastedso sat .eblety mirest-gnol 

at esitinmvoos wmret-tuede oF benttaoo shollstsqo Jexusm 
Isysbeq) attdusM .0.W " sotvedins atdt veom yedd dacld 
Jaswmedsde etdT SYS sagsq .f00eL dows onide live SyTSE O71 
Ji at been od blyods estiinmod olmencod Intot, sd sioted 


beq edd to yslitdstiasd edd boartiaos (yiertiae 


to woltdsvo edd Ld0L at cud .Jexuse dsxodacodd at gaiyste 


sgyusicns of eseldixuose tegnol gatyud to yolioeg s tqobs oft 
logon? beditsesb aitiasM .w 7 o( egbua nitiumage -daso uned 
~alisilvd eyvtsaceh [steabeq) SOOL ,yuswast ai aacolttsiege 
edd eteted Inomotste atdT .LEL egsq .SOQL yrsuide 


fe 
vi beause ILberts yess tot besa s to sost edd at ebaut 
avi at bset sd oefs bivoda settimaod olmonood talot 


tigtd said tevo ateonos emoa Betiquh bas (yextias © 


Nethercut & Young A, 234 


Terente, Ontario - FC = 


bonds due in more than ten years, Mr, Tubs Robestaen, 
of the Board of Governors of the Federal Reserve System, 
urged that operations beyond the short term area be 
terminated immediately in a dissent to the December 19, 
1961 directive to the Federal Reserve Bank of New York, 
(Annual Report of the Board of Governors of the Federal 
Reserve System 1961 summarized the basis of Mr. 
Robertson's dissent. Pages 97-98. See Exhibit 17). 

28. The framers of the original Bank of 
Canada Act (1934) apparently did not recognize any great 
necessity for the Bank's market operations to extend 
beyond bonds due in less than two years, since its 
holdings of longer bonds (including provincials) were 
limited to three times its paid-up capital or $15 
million, There have been several amendments to this 
eneres9) but even in 1954, prior to the amendment which 
removed all such restrictions, holdings of bonds maturin 
in more than ten years were limited to $75 million. 
(Holdings of bonds due in over ten years, as of July 31, 
1954, were $33 million and as of December 31, 1961, were 
$1,186 million, Month-end high was $1,351 million in 
June 1959. A major part of this increase was brought 
about by the Conversion Loan of 1958). Since treasury 
bills appear to have been created to be used as a 
liquidity Leetnuiien’,, the weight of evidence seems to 
indicate that the Bank of Canada should conduct its 
open-market operations within the defined money market 
range (maturities of three years or less), with some 
emphasis on bills "preferably", excepting during periods 


of crisis when the orderly market (Committee on the 
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Working of the Monetary System Report; paragraph 551, 
See Exhibit 18, and Federal Reserve Bank of Philadelphia, 
1954, "Quest for Stability", pages 18-19, See Exhibit 
19.) concept should properly prevail in all term 
categories, 

29. There is a further matter concerning 
open-market operations in Canada to be considered, 
While recognizing the necessity for the Bank's Head 
Office and senior officials being located in phere 
trading markets ails in fact, in Toronto and ainents 
and yet the Bank's trading desks in these cities are 
understaffed and the traders are not given sufficient 
authority to deal at their discretion, (This problem 
of liaison seems to have received more recognition in 
the United sbates: RoW Roeseg Federal Reserve Operations 
pages 94-95. See Exhibit 20). Not only does this slow 
down trading, (Inability to deal over the telephone 
tends to create apprehension and from time to time 
leads to speculation and larger offerings or bids than 
exists from business on hand ) but the traders have 
insufficient time to discuss market conditions, 
ahbcoknteates etc, with the dealers in order to get the 
"feel" of the market and sometimes this is more 
important than technical projections of probabilities, 
This could mean that those, in chicane on whom the 
responsibility for policy decisions eeuse; may not be 
close enough to the market to make appropriate judgments, 
Enlarging the staff of the trading departments in the 
two principal trading centres seems to be indicated, 


30. The Bank has another trading problem, sine 
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it stands ready to deal with all of its primary 
distributors from coast to coast, In recognition of 
this problem it nes: in effect, eliminated many of these 
dealers by setting minimum amounts ($250, 000 in bills 
and Canadas due within three years and $100, 000 in 
longer bonds) in which it will deal. By way of 
LAmphaticabdohs consideration might be given to limiting 
trading to those organizations which endeavour to make 
markets, and which veumar then, become jobbers for all 
other dealers, 


(11) Operation of Government Accounts 


31. Since the Bank of Canada is the 
Government's —P it holds in the Receiver General's 
Account some of the Government's wiinie the balance being 
on deposit with the chartered banks, The proportion 
held by the Bank may be varied resulting in "draw downs" 
(decreases in cash) or “re-deposits" (increase in cash) 
for the chartered banks, both of which alter their cash 
ratios, The Government has other accounts for which the 
Bank acts as agent and changes in their holdings may also 
alter the chartered banks! cash positions. Among these 
accounts are: 

32. The Securities Investment Account, which 
is used to invest surplus government exe, acquisition 
of bonds for yahcentataon, purchase of external-pay bonds 
when exchange rates are favourable, etc, According to 
@ press release from the office of the Minister of 
Finance, dated November 8, 1961, certain holdings of 
government bonds in the account, totalling some $82 


million, were cancelled. (A further $37 millions were 
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cancelled as of March 31, 1962). This had at the time 
bullish implications for bond rer Since these bonds 
could have been sold in the market when the government 
required cash, giana it chose to raise new money 
yincone of its frequent cash borrowings in the short end 
of the market. Anhother type of use to which the account 
has been put took place in February of both 1961 and 1962|, 
On these weweueene: the account icdesieaas vieoweass. 
bonds on a purchase and resale basis from the Bank of 
Canada, in order to reduce seasonally expanded chartered 
bank cash without open-market sales which might have 
disturbed the market and would have had to have been 
reversed in any case, 

33. The Unemployment Insurance Fund ibaa 
due to portfolio changes adopted in 1961, is no longer 
the important factor it once was, (According to a 
press: release from the office of the Minister of Finance, 
dated October 2, 1961, government bond holdings of the 
Fund, totalling $201 million, were cancelled and replaced|, 
after repayment of advances from the Treasury, with non- 
marketable redeemable 3 3/4 per cent bends), Actually, 
its operation by the Bank in prior years was often 
contrary to the Bank's monetary policy, e.g. in periods 
of recession and unemployment, the Bank's policy 
would normally be expansionary, and yet to put the 
Fund in cash to meet its requirements, its holdings of 
bonds had to be sold, Seasonal factors were also 
upsetting from time to time, 

34, The Purchase Pund (The Purchase Fund was 


established by the June 20, 1961 Budget, House of 
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1/| Commons, See Exhibit 21) will likely be used to acquire 
2| mid and long-term bonds for cancellation, to influence 

3| the yield structure and to stabilize the market, The 

4 effect of this fund is similar to that of a sinking fund 
5] and, as such, it should prove to be beneficial in time, 
6] The periods of budgetary se uae the use of the Fund 

7| can result in retirement of debt in advance of wets 
8| and the market level of certain term segments can be 

9| influenced, However in deficit petiees, it adds to the 
10| cash borrowing requirements of the government and 

11| involves the issuance of additional securities, presumabl vi 
12| in a different term category. Thus, while one part of th 
13] market may be supported, another could be adversely 

14) effected, It may also be costly. (e.g. As of November 
15| 7, 1961, about $61 million of securities held by the Fund 
16| were cancelled. The average coupon on these securities 
17|| ‘was 4.49 per cent and the average term to maturity 184 

18|| years, In September, 1961 the government issued 5-year 
19] 3-month 44's (43's due December 15, 1966) to yield 4,66 
20|| per cent. On March 31, 1962, an additional $105 million 
21] was cancelled), It is not clear whether bonds acquired 
22| and heid in the Fund, but not yet cancelled, may be re- 
23|| offered for sale to the market, It seems apparent 

24| that this should not be the case, 

25 35. Evidence seems to indicate that on some 

26|| occasions the Bank's handling of transactions for these 
27 || accounts has left something to be desired, Whether the 
28] fault lies with the Bank's periodic lack of feel for the 
29|| market, or the Department of Finance's decisions, or as 


__.30) a result of having to operate, from time to time, in a 
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manner contrary to intended monetary policy, is not 

clear. However, one of the basic fundamentals of 

successful bond trading is to complete transactions with 

a minimum amount of disturbance to the market. Such has 

not always been the case, 

N,B. The sdneeh abso, since Autum 1961, of the 
marketable bonds in the Securities Investment Fund, 
the Unemployment Insurance Fund and the Purchase 
Fund, totalling some $486 million, has been 
cynically referred to by some observers as 
"reversing" the 1958 Conversion Loan, 

36. Exchange Fund Account, Purchases or 
sales of exchange, whether they be for the Bank's own 
account or for the Exchange Fund Account, may tend to 
contract, or enlarge, chartered bank reserves, However, 
operations to vary reserves in this manner must be 
harmonious with policy regarding exchange. Since 1952 
(after the Foreign Exchange Control Board was abolished) 
the Bank of Canada has operated the Fund for the 
Government and, until recently, has apparently been 
content to stabilize and maintain an orderly day-to-day 
trading market, and to minimize wide fluctuations, while 

letting, the dollar find its own level, Canada's holdings 

of gold and U.S. dollars were $1,860 millions at the 

end of 1952 and $1,829 millions in 1960, which is 

indicative of the relatively small over-all effect of the 

operations, This may have been the result of the terms 
of Canada's membership in The International Monetary 

Fund which permitted an unpegged exchange rate, provided 


the rate was not manipulated, Also, there appears to 
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have been the thought that the flow of foreign funds in 
or out of Canada could be influenced more readily (and 
perhaps more economically) by changing government bond 
yields through monetary policy. Giacens the close 
attention paid to yield spreads between Canadian 
government bonds and those of other countries, 
particularly the United States), Novagen in 1961, the 
government through avowed policy (House of Commons, 
Budget Speech, June 20, 1961. See Exhibit 22) and 
substantial operations in the exchange market, 
definitely influenced, Pee the value of the 
Canadian dollar in international markets, By the end of 
1961, holdings of gold and U.S. dollars had risen to 
$2,056 millions, an increase of $227 millions during 

the year, despite a transfer to The International 
Monetary Fund of $50 million, In the first three 
months of 1962 however pressures were in the opposite 
direction and exchange holdings ree by $347 million. 
(See Exhibit 23 for comments on exchange policy by W. 
Earle McLaughlin at the Annual Meeting of the Royal 
Bank of Canada January 11, 1962. The Honourable Donald 
M. Fleming denied some of Mr. McLaughlin's allegations 
in his Budget Speech on April 10, 1962. R.V. Roosa, 
Under Secretary of the Treasury for Monetary Affairs . 
made some comments on exchange policy in an address 
before the American Bankers Association in New York City 
on February q, 1962), Figures showing holdings of gold 
and. U.S. dollars are released ee which seemed 
adequate prior to 1961. Since then, the swings have 


been so large that the publication of weekly figures 
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would be helpful. 

37. In its trading of etc Wide gets the Bank has 
seldom operated in the futures ere despite the fact 
that spot transactions may cause a maldistribution of 
chartered bank cash or require offsetting action, 

Since there are some seasonal movements of funds 
internationally which tend to reverse themselves, 
transactions in futures appear to be a simpler course, 
Furthermore, alee aioe short-run "hot" money flows 
on a hedged sagas may be discouraged when such action 
is deemed to be tees by activity in the futures 
market designed to alter the relationship to spot rates, 
In view of our recently altered exchange =o a full 
examination of the situation seems to be desirable in 
order to determine the adequacy (or otherwise) of our gol 
and U.S. dollar reserves, our position vis-a-vis The 
International Monetary Fund and the possible effects 

on our balance of payments, 

(iii) Regulation of chartered banks' cash 
Reserves, 

38, Cash reserves have traditionally become 
considered to be the liquidity cushion enabling a bank 
to meet its customers! demand for currency and to pay 
cheques drawn by its énetomiidees i.¢. they ensure adequat 
liquidity in the banking system, The establishment of 
a minimum cash ratio for the banks (whether it is varied 
from time to time, or not) provides the basis from which 
the central bank's open-market operations may secure thei 
intended results, (Bank Reserves, 1956 printing, page 


10, Published by the Federal Reserve Bank of New York, 
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See Exhibit 24), This becomes evident, since it is 
accepted that if a bank experiences difficulties in 
maintaining its reserves at the required level, it is 
obviously in an over-extended position and corrective 
measures such as converting secondary reserves into 
ee calling loans, open become nécessary. 

39. Since 1954, the Bank of Canada has had th 
power of varying the chartered banks legal cash ratio 
between 8 per cent and 12 per cent of their deposit 
liabilities, the change not to exceed one percentage point 
at a ae and on one month's notice, The ratio was set 
initially at & per cent and has not been changed. This 
compares with a 5 per cent requirement previously 
(calculated in a different way) and a 10 per cent rule 
of thumb which had been maintaired by the banks for many 
years, The development of the money market, which 
provided day loans and greater bill liquidity, enabled 
the banks to work down from 10 per cent to close to 8 
per cent. Mr. Towers felt that the Bank's power to alter 
the cash ratio should be used only in some emergency, 
such as when cash increases sharply under peculiar and 
unavoidable peaditeeass and when off-setting action is 
precluded or undesirable, (House of Commons - Standing 
Committee on Banking and Commerce, March 18 and March 
23, 1954. See Exhibit 25). 

HO, Late in 1955, the Bank induced the 
chartered banks to "agree to endeavour to maintain", 
in addition to their cash reserves of & per cent, 
secondary reserves of 7 per cent of deposits, consisting 


of cash, day loans or treasury bills, (Report of the 
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Governor of the Bank of Canada to the Minister of 
Finance for 1955, pages 16-17. See Exhibit 26) a total 
of 15 per cent in all. This is not a legal pete rene’, 
but the banks are still living up to their "voluntary" 
weeth eltaritit despite their initial objections to it. The 
measure now seems to be of doubtful value (presuming that 
banks will continue to be reasonably cautious in their 
lending policies and desire satisfactory Liqutastyy; 
since under tight credit conditions the banks may be 
Willing to sell other less-liquid securities, i.e. mid 
and longer-term Canadas, in order to make loans, which 
could lead to a disorderly bond market, unless supported 
by the Bank, which would be contrary to intended policy. 
On the other hand, when the banks have excess liquidity 
above the 15 per cent, the requirement is ineffective in 
limiting credit. It may also be oriet we on the 
grounds that it makes the banks a "captive" market for 
bills and, neiiee the government could be accused of 
forced lending. (Excerpts from James Muir's address to 
the Annual Meeting of The Royal Bank of Canada, Janjary 
9, 1958. See Exhibit 27). 
(iv) The Discount Rate 

41, As the lender of last resort, a central 
bank usually establishes a minimum rate at which it will 
extend short-term advances against suitable collateral, 
to authorized bodies such as banks, which may require 
advances to replenish their reserves when some 
unexpected situation temporarily exhausts cash, 
Traditionally, the rate has been fixed and changes in it 


not only signal the expectations and intentions of the 
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central beni; but also have led to changes throughout 

the entire interest rate Weaibatevees age. credit tends to 
become cheaper or more oanitys as the case may ba: as the 
bank resists deflationary or inflationary pressures, If 
used in conjunction with appropriate open-market 
épebartowe, both the availability and cost of credit tend 
to be altered, As discount rate changes become under- 
stood, they have a psychological (as well as an actual) 
impact on ee and thee; may tend to lessen the 
extent of complementary open-market operations (or other 
actions) necessary by the central bank to attain its 
intentions, In dneenny little use of the Bank's 
discounting facilities were made until 1953, when the 
money market began to function. In 1954, a number of 
investment dealers were given "lines of credit" with the 
Bank and began using the discount window quite 
extensively. Similar, but more official "lines" had been 
given to the chartered banks many years previously. 

(For comments on the Federal Reserve's discount ‘ic eae, 
see pages 2h-05, "Federal Reserve Operations in the 
Money and Government Securities Markets, by R.V. Roosa, 
See Exhibit 28). Several changes were made in the rate 
during 1955-1956, but as of November 1, 1956, the Bank 
announced that the rate would, in future, be permitted 
to fluctuate each week at a level of 1/4 per cent higher 
than the weekly average award on three-month treasury 
bills, (See Exhibit 29 for dates and changes in the 
discount rate, together with official comments in 
connection therewith), As a surmise, one may ponder 


whether the Governor felt that, since his efforts to 
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contain credit in 1955-1956 had not been successful, 
fiscal policy had taken precedence over monetary policy. 
rf aa he may also have felt that a much higher discount 
rate might draw public attention to this dilemma, 

4Oo, The establishment of a "floating" rate 
appears to have accomplished little -- inaesa; it may hav 
hampered the Bank in implementing its policy since it is 
generally recognized that the simultaneous use of more 
than one tool by a central bank, e.g. open-market sales 
in conjunction with an increase in the discount rab is 
helpful in attaining the desired result, Recently, too, 
there have been examples in other countries of the use 
of changed discount rates to influence the movement of 
short-term capital between countries where such flows 
were considered undesirable, Furthermore, the changes 
in the fixed rate in 1955-1956 were beginning to have 
effects on other interest rates (i.e. creating flexibility) 
and the "disturbing" effects to business may have been 
desirable under existing conditions of extraordinarily 
high capital investment. There may be some justificatio 
for the rate involving a seaeiby! (The banks nee | in 
effect, penalized by having to pay interest on advances 
for seven days and yet receive a credit for only five, 
in maintaining their cash ratios, Both the banks and 
the dealers may have to pay a rate in excess of the 
discount rate on renewals of advances, or use of advances 
on more than one oceasion during a calendar month, The 
same applies on advances in excess of specified lines of 
credit, In the case of dealers, lines of credit are 


renewed or changed monthly and such changes may penalize 
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a dealer by limiting his operations, On the other hand, 
a Federal Open Market Committee directive, dated December 
19, 1961, authorized the Federal Reserve Bank of New 

York "to buy U.S. Government securities with maturities 
‘of 24 months or less at the time of purchase....from non- 
bank dealers,...,under agreements for re-purchase of such 
securities,....in 15 calendar days or less, at rates 

of not less than (a) the discount rate of the Federal 
Reserve Bank of New York...or (b) the average issuing 
rate on the most recent issue of 3-month Treasury pills, 
whichever is the "lower", © Under normal circumstances, 
the applicable rate would be lower than the discount rate 
indicating that the penalty aspect. is not considered to 
be important, Annual Report. of the Bard of Governors of 
the Federal Reserve System for 1961, page 92.) but the 

2 per cent above current bill yields does not guarantee 
such a penalty on all the securities which may be eligibl 
collateral for advances... However, minimizing the penalty 
aspect has some merit since, from time to time, it may 
enable money market dealers to carry substantial invent- 
ories of short-term securities, thereby tending to 
maintain a broad and active market, Some observers 

have commented that if the floating rate were replaced 
with an administered rate and the differential between 

it and treasury bill yields widened significantly beyond 
+ per cent, dealer willingness to carry large 

inventories might be lessened which in turn might tend to 
narrow the market, On the other hand, under these 
circumstances, the Bank might like to see a smaller sprea 


with bill yields closer to the Bank rate, Since any 
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validity a floating rate may have had in 1956 no longer 
seems to estat: a return to an administered rate appears 
to be desirable. (See Exhibit 30 for comments concernin 
the discount rate by: James Muir - Annual Meetings of 
The Royal Bank of Canada, January 9, 1958 and January 
14, 1960, G. Arnold Hart - Annual Meeting of the Bank 
of Montreal, December 5 1960, J. Douglas Gibson - 
Annual Meeting of The Bank of Nova Scotia, October 31, 
1960, "Quest for Stability" Federal Reserve Bank of 
Philadelphia, 1954). Any changes should be accompanied 
by an explanatory statement from the Governor, and 
supporting remarks by the Minister of Finance may be 
appropriate on some occasions, By way of corroboration 
of this suRyeetion: no other cdantral bank in any country 
in the works, with a money market, has adopted a 
floating rate, (Mr, Rasminsky also implied doubts abou 
a floating rate in his 1961 Report by stating: ".....thi 
method of determining Bank rate has given rise to a good 
deal of public discussion, and many and varied preferences 
for pAwesrethVe methods have been expressed.......1 hope 
and expect that the views of interested parties will be 
made known in evidence before the Royal Commission and 
it is my present intention to keep an open mind on the 
matter until all those with a major interest in it have 
had a chance to express their opinions,.") 

43, From time to vite? one hears discussion o 
a suggestion that rates against actual advances be set 
so as to ensure the penalty Beast. with an accompanying 
official discount rate which is published as an indicator 


of monetary policy, but is not the rate at which borrowings 
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take place. For the Bank of Canada to have dual rates 
does not seem to make much ceeaes if it does not lend at 
one of the rates, Indeed it might dilute the effective- 
ness of the "signal" rate, 

4h, In all the quantitative controls outlined 
ey only the chartered banks are directly affected. 
It would “PEeee that if credit control is to be fully 
effective, other bodies which accept deposits and make 
loans (i.e. trust koudéanenn finance chevatees etc.) 
should be subject to equally effective regulations, 
(Report of the Governor of the Bank of Canada to the 
Minister of Finance for 1956, pages 26-27, and also 
- James Muir - Annual Meetings of The Royal Bank of 
Canada on January 10, 1957 and January 14, 1960, See 
Exhibit 31). 
(v) Moral Suasion 

45, In addition to the above quantitative 
eonteboat there is the aspect of qualitative control, 
or moral suasion (or "open-mouth" hinders as it is 
sometimes called) which is perhaps the most difficult to 
describe of the tools available to a central bank, 
Involved is an endeavour to cause some a which has 
Some control over the extension of some type of credit, 
to modify its policy temporarily. Theoretically, there 
can be no compulsion and the "suasion" has no legal 
backing. It is the closest the Bank of Canada can come 
to selectivity in its endeavours to vary the availabilit 
of credit, 
46, To be singenbhare it is obvious that the 


Governor must be held in high esteem by those whose 
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policy he seeks to influence, His prestige should not 
be lessened by too frequent resort to moral suasion, 
(since he is unlikely to be successful in every attempt) 
his aims must be reasonable, and he must be able to 
present his case with conviction to those concerned, 
Threats or arbitrary action can not be used, since there 
is no legal backing for iced and the request should 
be for a temporary period only, otherwise, it might appea 
that the Governor is disregarding the legislative powers 
of parliament which would involve a change in regulation 
supporter by law. 

47, There is no way of knowing how often, nor 
ine the three Governors of the Bank of Canada have 
attempted to use moral suasion, eee some instances 
have been referred to in the Governors! Annual Reports 
and others have been commented upon in parliamentary 
hearings. Some examples may be eat ec since they 
illustrate the scope of the attempts and their success, 
or otherwise, 

48, In 1936, the Bank influenced stock 
exchanges and chartered banks to raise margin requirement 
on loans against stocks. (Bank of Canada - Second Annual 
Meeting of Shareholders, February 23, 1937, page 16, 
and Standing Committee on Banking and cui House of 
Commons, June oT, 1944, see Exhibit 32). 

49, In 1946, the chartered banks were requeste 
not to hold more than 90 per cent of their savings deposits 
in government of Canada securities (ex bills) and to 
limit the rate of earnings thereon, (Report of the 


Governor of the Bank of Canada to the Minister of Finance 
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for 1946, page 14, See Exhibit 33). 

50, In 1948, it was suggested to the chartered 
banks that it was undesirable to finance corporate 
capital development through bank credit, (Report of the 
Governor of the Bank of Canada to the Minister of Finance 
for 1948, pages 7-8. See Exhibit 34), 

51 In 1951, the banks agreed to attempt to 
limit further expansion of bank credit, (Report of the 
Governor of the Bank of Canada to the Minister of 
Finance for 1951, page 9. See Exhibit 35). In the same 
jeremy the Bank may have asked life insurance companies to 
limit their purchases of new-issue securities to current 
income, 

Be) SEN 1955, the chartered banks Seaken at 
the Bank's aquest to endeavour to maintain a specified 
porportion of secondary reserves, 

53. Also in 1955, the chartered banks again 
agreed to limit term lending and to report to the Bank 
unused commitments for such lending. (Report of the 
Governor of the Bank of Canada to the Minister of Finance 
for 1955, pages 17-13. See Exhibit 36), 

54, In 1956, the stock exchanges were urged 
to curtail credit extended on a margin basis, (Report 
of the Governor of the Bank of Canada to the Minister 
of Finance for 1956, pages 33-34. See Exhibit 37). 

55. Also in 1956, the Bank attempted to get 
agreement from finance companies and departmental 
stores to prevent increases in the extension of credit. 
(Report of the Governor of the Bank of Canada to the 


Minister of Finance for 1956, pages 34-35. See Exhibit 38)). 
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56at iin 1957, the chartered banks were urged 
to maintain their rate of N.H.A. mortgage investment and 
the notional idea of spearating savings and commercial 
deposits was re-introduced. (Report of the Governor 
of the Bank of Canada to the Minister of Finance for 
1957, page 28. See Exhibit 39. The segrezation of 
savings and commercial deposits was mentioned by Mr. 
Coyne in his 1956 Repanth pages 9, 27 and 29. See 
Exhibit 40), 

STs t cin 1959, the chartered banks agreed to 
be most careful in their lending policies and to avoid 
an increase in Badia’ if possible, (Report of the 
Governor of the Bank of Canada to the Minister of 
Finance for 1959, page 37. See Exhibit 41). 

58. In 1960, in his Annual Report and in 
public cadet the Governor stressed the concept that 
high interest rates were necessary in Canada to attract 
savings. This idea may also have been in his mind - when 
the Bank supported the Conversion Loan in 1958. 

59. In August, 1961, the Governor suggested 
to certain firms (all members of the I.D.A.C.) that it 
would be undesirable for borrowers to resort to the 
American market, This directive was rescinded in March, 
1962. (Honourable Donald M, Fleming, House of Commons, 
March 19, 1962, See Exhibit 42), 

60, Aorerenkisy many of these suasion efforts 
were segue bows: while others, by the admission of the 
Goveshox, were not. Several are of special interest, 
The 1955-1956 inauguration of secondary reserves, which 


was achieved over the objections of the chartered banks, 


LSA 


! 
. 


i einai 

 cirwin® trowle 
beguy o1sw atnsd berediedo ond ~pYRL aI 92 S60! 

bas taomdeoval sgsgtgom ,A.H.uM to otsr atedd atsinism of 


{slousmmoo bas agaivese zantisrseqa to sebt Isaction sedi 


ie 7 oe 


tomxevoy edd to Jaogeh) ,beouborwlat-sa esw edtteogeb 
fot soasait to tedekaimM edd of sbansd. to Aas end to 
to dotisgeiusese oil |.CE dididxi 90% «.8S-e38q Vee 
1m yd osnoltiaem esw adieogqsb Istoysmmoo bas aygnivse 
eee. eS bas FS 2 BGREG denned OeeL ata mk sayod 


(O08 tidiexd 


bey 


ov beeiwas exned pored tsdo sat 22E al ecZye 
btovs od bas astotlog actbael wled? at Lutemso teom sd 
edd to d#aqgeh). seaidtaaog Bt nimanicik ait eesetodt as 
to sevelatmM edd oF sbsasd to Has& sdd to tonmtevod 
(fh dididx® eee . TE oasgq ORE sot sonsald 

al bas Juogeh Isunnk etd at ,Odel ar. .82 


Jsd? tgqsonos odd beeeerta sontevo) edd ,aseee bbs ofidug 


| 
| 
| 
| Josttis o@ sities af yuseseosn stew aetisy Jaoretat fain 
| aedw batm atd af meed evsd.oals vem sebi atdT segatvse 
| OCR dE ak msod molarevned edt bottoqqua Noasd@ ed? 
| Hsiesggue tomisvoD sdt JERE wanavA alo, .02 
| i tsdd (.0.A.d,L°edd to e1sdwom Ifis) emukt atstres of 
| edd of dxogex of eveworrod toh eldsxtasbau ed bivow 
= maf bebaioest esw } evitoouth aid? ,dexttsm msottenAé 
Somme to ssvoH .gnimeld .M bisaod eldsisomoH) .Soel 
.(Sh:tididx® 992 .Sd@L .CL dorsM 
edvotte nokasve esed? to yasm cehimersads 00 
| edd to mofeeinbs sad yd _attaciio elbow evivootts Stow 
Jgsustal Isitosqe to sis isteve®  .jom stew ,.tontesvodD 
doidw .asvisest yIshbmoosa to noldsuygusat dcel-eeel eat 


| \ealasd borstysdo edd to enottostde edd weve bevelsios esw 


Nethercut &é Young A e 252 
- C - 


Terente, Ontaric 
is still in effect, (One may wonder whether the 
agreement should not be terminated), Another is the 
specific reference by both Mr. Towers and Mr. Coyne to 
chartered banks' savings deposits (as separated from 
commercial deposits ) wnewey the former limited holdings 
of Canada bonds against them, ana the latter sought to 
have a proportion invested in mortgages, This leaves 
open a possibility that, in order to influence liquidity 
or the yield éubwed attempts may be made some time to 
pees for snstaneRe chartered banks invest a minimum 
amount of savings deposits in long-term Canada bonds, 
There eed of evesue? many variations of this theme 
which could be played for investing institutions, Aside 
from the temporary alleviations which moral Biveain: when 
susesasrdas may attain, it may in future be a proving 
ereinat indicating the desirability and practicability, 
or ethekwite of legislative changes in the Acts 
respecting the Bank of Canada, the chartered Bafis 
insurance sonpanseb, etc, The following matters, which 
in the past have interested Governors of the Bank, shoul 
perhaps be investigated thoroughly with such views in 
mind, 
ay Should the Bank of Canada have the 

power to vary margin requirements 

on loans for carrying stocks with 

both chartered banks and stock 

exchange member houses, 
ko BS Should the Bank of Canada have the 

power to alter the terms (i.e. rates 


of interest, down payments, periods 
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a 


of repayment ) governing instalment 
purchases through finence companies, 
benks, etc, 

vind. Should the Denk of Canada have 
Girect ‘power in regulating term 
lending *(including N.H.A. mortgages ) 
by banks; As opposed to public 
sate) ofpsecur ities, direct term 
lending cby banks for cepital 


2 dea 


expendi 


ures iinvolves the creation 
of deposits without any offsetting 
reduction» in savings; and hence 

increases the money supply for as 


Long es the loan is outstanding. 


This works against flexibility in 


i wy Should the Bank of Canada have the 
power of establishing and varying the 
cash reserves of trust companies 
and other "near" banks, 
VII, LIMITATIONS OF MONETARY POLICY 
61, It is evident that, even when the aicis 
of fiscal and monetary policy ere harmonious, there are 
limitations to the extent of the efficiency of monetary 
policy in achieving its objectives, This has been 
recognized by the Macmillan eekaictaee as well as by 
the three Bank of Cenada Gate daains the Chairman of the 
Board of Governors of the Federal Reserve System, and 
the Governor of the Bank of England to name a few, (See 


Exhibit 43, for: 
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~ Macmillan Report - paragraph 235. 

- The Standing Committee on Banking and Commerce, Mr, 
Towers geee eine 1939 and March 23, 1954. 

- Mr, ancaal on whom the first protracted period of 

restrictive policy fell, had the most to say, The 

quoted comments are from his 1956 Peucnt. pages 23-25, 

and the 1957 papas pages 17-138. His comments in 

the 1959 and 1960 Reports are lengthy, See pages 

3-10, and 16-23, respectively. His public speeches 


in these years are also illuminating. 


Mr, Louis Rasminsky - comments made in a press eee 
dated July 31, 1961, shortly after his appointment 

as Governor of the Bank of gah eune and in his Report 
to the Minister of Finance for 1961. 


Federal Reserve Bank of Philadelphia, "Quest for 


Stability", pages 36 and 52, 
- Remarks by Wm. McC. Martin before the Association of 
Reserve City ciaaas Aprilril, 1961s 
- Remarks by Lord Cobbold, Edinburgh, pateueres 1961. ) 
Pidacenieaeas it can only bring influence to bear in 
a general way to create an atmosphere which may be 
conducive to attaining the desired conditions, In 
other santas it cannot be particular in the sense that it 
can determine who will get a job and at what level of 
pay, who can or will borrow money and at what rate, 
what price an article will edpona nor can it influence 
price levels (nor supply and demand factors) in other 
ee aoe which might lead to variations in exports and 
imports for a country such as Canada, 


62, It may be somewhat less evident, but a 
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central bank may well have conflict from its own 
functions in attaining its own objectives, In the case 
of the Bank of canada, this has been true, For example, 
in periods when it has been attempting to stimulate the 
economy by easing credit, it has had to sell bonds for 
Government accounts such as the Unemployment Insurance 
Fund, In periods of credit pasvyeint) when the public 
and the chartered banks have been sellers of government 
Bordas (sometimes the public redeem their Savings Bonds, 
and this could reach embarrassing proportions in times 
of stress) it has had to support the market in order to 
avoid chaotic conditions, It has also felt compelled to 
stabilize the bond market benede| aoeshies and/or atter' 
government financing. Even in its capacity of lender 

of last éaort it has had to extend credit peucecesa 
when it wished to be restrictive, Furthermore, whether 
ease or restraint is indicated, foreign exchange 
stabilization or undesirable flows of foreign credit heve 
impinged on the effectiveness of desired policy ana of 
eourse, mysterious changes in the velocity of circulation 
have upset carefully calculated projections. However, 
the Bank nied generally opaekban: been ingenious in its 
use of offsetting action and/or moral suasion under 
these and other circumstances, Indeed, discounting the 
probability which always exists for human Soup it is 
only in recent years when fiscal policy involving 
continuing deficits and high taxation has taken 
precedence over monetary policy, that Bank action has 
become somewhat ineffective, Perhaps; the framers of 


fiscal policy should examine the oft-quoted preamble to 
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the Bank of Canada het} and govern themselves accordingly. 
In support of this last statement is the testimony of 

Mr, Towers before the Standing Committee on Banking and 
Commerce in 1939. (Memoranda and Tables re Bank of 
Canada envan before the Standing Committee on Banking an 
Commerce, Chapter V, pages 47-50, Readers will find 

that little updating is necessary, Mr. Coyne expressed 
much the same thought in a speech entatieas "Sound Money 
for Sound Growth" given on March 22, 1960, See Exhibit 
44), The following excerpts are still applicable, even 
though the hearings were held some 23 years ago: "My 
first comment would be that most advocates of compensator 
deficit spending have developed their theory with tacit 
reference to countries which to a far greater extent 

than wince produce for internal consumption. 

63. "Canadian thinking on this problem is 
inevitably influenced by developments in theory and 
oractice which are taking place in the United States, 

In that country only about one-twentieth of the national 
income consists of Sicilia from goods and services solid 
abroad. In ee the proportion is about one-third, 

In the United States the problem of achieving full 
employment and production is mainly one of offsetting or 
compensating for a reduction in the private demand for 
durable goods, No one would attempt to deny the 
existence of a comparable problem in Canada; just because 
our growth through the later ‘twenties was so rapid the 
drop in private demand for durable goods has been all the 
more severe, But in Canada there is superimposed upon 


this a problem which is perhaps more important and 
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certainly more difficult, hoe what to do about a 
reduction in the demand for goods and services which we 
sell abroad, 

64, "Deficit spending in Canada can have littl 
direct influence upon the course of foreign demand for 
our products, It can do little to increase domestic 
SOiaapt Len of things which we normally export, Wks. 
because of the specialized character of the production 
for which Canada is suited and Sqaseea} it is unusually 
difficult to meet a decline in foreign demand by creating 
domestic demand for new things which this country can 
produce at a reasonable cost, And the necessary shifts 
of man-power and equipment might be definitely wasteful 
if the fall in export demand turned out to have been only 
of short duration, 

65, "There are, bigvandee 5 greater limitations 
upon what compensatory deficit spending can do to offset 
fluctuations in the Canadian economy than there would 
be in the case of a more diversified and self-sustaining 
country, There are also greater dangers involved, as I 
shall now indicate, 

66, "An export economy is in the position of 
having very little influence over the level at which many 
of its most important prices are set, It should, there- 
Foes: do all it reasonably can to keep its costs flexible 
and to avoid introducing elements of rigidity through 
borrowings on fixed terms, Otherwise its competitive 
position in foreign markets may be adversely affected, 
67. "T have already indicated why I think 


compensatory spending is likely to have less influence 
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upon the course of real national income in this country 
than it would in most others, When large government 
expenditures are being made and debts are mounting 
sapraty, there will presumably be relatively less to show 
for them in the way of an immediate expansion of 
eulviea and the possibility of harmful reactions upon 
private confidence and spending will be relatively 
greater," 

68, "The apprehension which large government 
deficits may arouse in the minds of business men and 
fais Abies even if it happens to be initially i11-founded, 
is none the less real, If it is sufficiently strong it 
tends to bring about its own ned Nemes and is 
accordingly a factor which warrants most careful 
consideration when deciding upon fiscal policy. 

69, "Another of the main arguments advanced by 
opponents of a compensatory deficit policy is that it may 
lead to inflation, In the case of a largely self- 
contained economy general inflation is unlikely to 
occur so long as appreciable reserves of productive 
capacity remain in idleness, In the case of Canada, 

A ameaye one must also take account of the fact that, 
under present conditions, there are faily definite 

ire! babdcaninendes the range over which domestic 
production can compete with imports on a cost basis, At 
least part of the active spending power created by 
government deficits is likely to increase imports 
rather than give work to unemployed Canadian men or 
machines, If the increase in imports is not offset by 


increased exports (or by borrowing abroad) the external 


- O- . mtn 9 
VIsnED aid? at emoont isnoldsn [set to eaiyoo, edd. oqu om 
Insuagzsvos sgusl wedi 8tedio daom ak blyow ti asdt 
anidavom ers etddsb bas sbsm sated ers eetudlineqze 
wore ov aeel ylovitsilor ed yidsmyacixq Iitw overt athiaee 
te mofeusqxe sisibouml as to ysw add. af medd..rot 
noquy egoivoses Iminusd to yititdtaacoq sdd busi cadactian 
_Yievitsisy sd Iltw gaibaeqe bas. soneblinoos sisving 
", wiser 

Fnoumrevoys egusl doldw aolensderqgs edt" ..B0 
bas ae anenleud to ebalm edd ai savers ysm.adlotteb 
bebnvot-LLL yllsitin£ ed.od.essggqsd vL.tf nave ais be teh 
Ji gaorts silitea heise habt a vt 2L. .,fset aeef.sdd saonm at 
at Sabie thea Steen owo evi dyods anitd.ov ebned 
fvietss veom atasxisw doidw sotost s yisatbteses 
-“olflog Isoelt mnogu gntbioob nedw notisreblanos 

ud beousvbs edaomugss atsm edd to.xediomA" ed 
yea ot vsadv af yollog tLoitsb. yrotsensqmos.s to edaenogqgo 
| »-tfee. ylegisl.s to seso.sdt al. ,.nolisltat ot bsel 
ov yleaiiny ef aotislint, Isysaeg yuonoos benisinco 
evidouborg to saviseet eldsiostqqs.as. gnol o8.tN990 
sean to easo sdd ql .seonslbl ai atsmes wit oeaae 
dasa Jost end. to tavooos sist.ocals.vgaum eno ,tevewod 
etviniteb yList anc exedd ,2colitbhbaos sasszesq xebay 


oivesmob doldw tesvo ezgast edd aoqu Vesotdstimtt 


| 
TA ,afasd dsoo 2 ao atuoqmi ditw, estsqmos aso aoltouborg 
Xd bStssis tewod gatbaeqa svitos sedi to disq Jasel 
edsogmi sasetemt of ylewil et avioltieh Jasmarevoes 
Yo mom mslbsas) beyolqmeny of Mrow avis asd? sedis 
yd voetto vom ef atiogmi alt sassyont edd tL .eoentdoem 


 Isaredxe edd (bsouds satwotied yd 10) s3sogxs beasstont 


Nethercut &é Young A . 25 9 


Terente, Ontaric 


value of the Canadian dollar will tend to fall and 
Canadian prices will tend to rise, In other words, the 
mere existence in Canada of large amounts of unused 
capacity does not in itself precludean inflationary rise 
in prices," 

LOecaMre ety in one of his rare public 
addresses recently stated: (Aeuneeue on January 25th, 
1962, to the Annual Meeting of The Canada Life Assurance 
ean in his capacity as Chairman of the Board) 

"ee eethne fact that per capita Gross National Product is 
less in real terms than it was five years sia combined 
with unemployment that has persisted at too high a geen, 
should inspire a most serious and objective search for 
the reasons behind this unsatisfactory situation..... 

71. “In searching for reasons to explain 
Canada's unsatisfactory economic performance during the 
last. five see I have mentioned the international over- 
supply situation confronting many of our major extractive 
industries and the possibility that the overall burden of 
taxation and an over-valued currency have had a depressin 
effect on our affairs, All these things have a bearing 
on our costs and prices, There is the further 
possibility -- indeed probability -- that other factors 
have been operating to push our costs out of line with 
the ‘rest of the world's, Wage rates are not the only 
factor in costs of erpduphd oR but they are a very 
important one, <r if increases in rates are in excess 
of increases in the productivity of atin the end 
result is ‘aie vakieueee aah balance of payments difficulties 
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72. "“...e-international conditions have been 
changing rapidly since 1956 and we have to compete with 
a number of major eourtnees whieh, so far at WERE, 
appear to have had relative success in keeping their 
costs of production in line, When this situation gives 
rise to unused capacity and unemployment in the higher 
cost beh tiied attempts to stimulate the economy by 
public spending and monetary expansion can hardly be 
regarded as effective long-term solutions," 

73. Confirming Mr. Towers! thoughts (but 
referring to the United States) is the following extract 
from the highly respected monthly letter of the First 
National City Bank for qoveubers 1961.° ".....there is 
a "mysterious tag" on government dollars, It says right 
on our coins and paper money that they are issued by the 
authority of government, Government spending can be 
financed by monetary enfiation, by use of sovereign power 
of money issue, Private séehaangs under the discipline 
of income flow and éreastworthiness? lacks power to 
create inflation of truly "explosive" dimensions. 
Government has unique power to increase apentiane, and 
not only through money issue but also through taxation 
ceoevcseels may be observed that an increasing proportion 
of federal expenditures is in welfare categories where 
there are no goods produced or services provided as a 
counterpart for the income given, These gayhelitss 
however great their social gehres; subtract from needs 
to weer from predusthen, and from flows of goods 
and services in the markets,.....Then there is the 


influence of the extreme rates of taxation, justified by 
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the demand of government for more money to spend. 
Concentrated on working people as a eines they subtract 
from human effort and from the ability of the private 
business system -- which puts the goods on the shelves 
of the stores -- to finance innovations which lower 
production costs and prices......Although there is a 
view that rising curves of government spending can 
stimulate economic needa the evidence points to the 
contrary conclusion: over-rapid growth of government 
spending and taxing obstructs balanced growth of the 
whole economy. The only time in the past decade that 
business fixed investment moved up to a higher plateau 
was in 1956-57, after the 195" cutbacks in government 
spending and wi cee tenes Toes, through the tax system 
used to raise ‘nee government dollars obstruct 
progress and hence the flows of goods in the market that 
give real value to money.” 

74. Observers of the Canadian economic scene 
will be well aware that text books and tradition throw 
little light on the problem of continuing budgetary and 
cash deficits which have become the pattern here, 
regardless of contraction or expansion in the nation's 
peony: and despite stifling levels of taxation. 
Government embarked on an enlarged spending program and 
broader welfare payments a few years mn presumably to 
alleviate unemployment problems, Evidence of success 
from this policy is inconclusive, In the meantime, 
the atmosphere which has been created is one of 
apprehension and aeutenis hardly the basis for broad 


economic development, It is urgent that the present 
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government (and those to follow) return to fiscal 
orthodoxy and take steps to move toward cyclically 
balanced budget; thus bringing fiscal and monetary 
policies together harmoniously. 

VIII. RECOMMENDATIONS AND SUGGESTIONS 
Reference 
75. In the above tacit ewesémndndaesons have 
been made and suggestions advanced which 
involve further discussion before arriving at 
definite ecnelésionam Perhaps; the most 
important matter discussed is the Canadian 
Government's fiscal policy which has involved 
continuing deficits and stifling rates of 


taxation, but does not appear to have been 


para, particularly effective in stimulating the 
62-74 

economy to the point where full use can be 
Exhibit 


4d made of excess plant capacity and labour supply). 
Such a policy tends to create import sins 
put strains on exchange putess and creates 
distrust of the intrinsic value of the currency 
both internally and internationally and may 
lead, attiestess! to disruption of savings 
and investment programs, It has made 
monetary policy and the central ‘bank quite 
ineffective, It is of prime importance that 
a more appropriate fiscal policy be developed 
in Canada, 
76. Other recommendations are summarized in 
the following paragraphs, They axipe ans more 


or less, in the order in which they have been 
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discussed in the pechenatiias and no attempt 
has been made to present them in order of 
importance, 

77. Amendments should be made to the Bank 


of Canada Act clarifying the Bank's 


Pare. relationship with the Government, Procedure 

: to be followed in the event of the resignation 

Exhibit 

4 of the Governor, either by his own volition 
or by so i ioe be established, 
73, In order to eliminate a serious conflict 
of interest eres debt management should 
revert to the Department of aiteaneel from the 
Bank of Cenada, The Department should 

Para. regularly make use of advisory committees 

Pe from the dealers and banks, The number of 

Exhibits | 

5-7 primary distributors used in government 
financing should be ere and include only 
those who wesik ii. position government 
securities and who regularly make markets, 
79. In an endeavour to restore confidence in 
and broaden the mid and long-term segments 
of the government janube consideration might 

ae be given as to whether selected dealers 

: should obtain "lender of last resort" 
Biesidbaese from the Bank of Canada, against 
collateral oi government bonds maturing in 
more then three years with special flexible 

aati call loan facilities at chartered banks, Less 

9 (Vv 


emphasis should be placed on Canada Savings Bonfs 


as a means of saving, rather than a medium for 
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the investment of funds already saved, 
80, The Bank of Canada's research department 
should make available informative pamphlets, 
which would clarify the Bank's hitlettions) 
actions and th taut tients to complement available 
material, 

81, The Bank of Canada's Board of Directors 
should be strengthened, and from time to time, 
the Bank should make use of advisory committees 
to be selected from dealers and banks, 

82, The Bank of Canada's open-market 
operations should be confined to securities in 
the money market range of three years and 
under and: when cde etpa a emphasis should be 
on operations in the bill market. The only 
exception should be in the event of a disorderl 
market senator, or when operations are for 
some Government account, 

83. The Bank of Canada's trading departments i 
Toronto and Montreal should be enlarged and 
traders given more abnor tyy in order to 
facilitate trading and to enable the Bank to 
have a better feel of the market, for maaay’ th 
Bank's trading should be limited to those 
organizations which regularly make markets in 
government securities, 

84, There should be a complete examination of 
the Government's exchange policy. Among other 


things, Canada's position vis-a-vis The 


International Monetary Fund should be clarified 
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decisions should be reached concerning the 

die ray) or Suid ie! of our exchenge 
reserves and holdings of xOrd, and conclusions 
should be made as to the desirability, or 
deneaawa of the Canadian dollar being 
"nesged" in relation to other currencies, 

85, The Bank of Canada's discount rate should 
cease to "float" + per cent above weekly 
treasury bill aeilas. and become administered, 
Changes in wate when deemed ndeads ae should 
be accompanied by an explanatory statement by 
the Governor of the Bank, and on bedweten! 
supported by a statement from the Minister of 
Finance, 

86, Other matters have been mentioned, but 
further examination and discussion seems to be 
indicated before recommendations can be made, 
These suggestions are outlined in the following 
paragraphs, 

87. The Commission might consider whether if 
the Department of Finance assumes the debt 
management finist fon’ it would be desirable for 
dealer syndicates to underwrite direct and/or 
guaranteed (e.g. CNR) financing. 

88, The Commission might examine whether 
chartered bank secondary Msdives; which were 
instituted through moral suasion in 1956, 
should continue to remain in effect, 


89. The use of "moral suasion" by the Bank 


of Canada has been quite extensive, and 
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information gained in its application might 


Para, be examined to see whether the Bank of Canada 
4-60 

should have additional powers to influence 
Exhibits ie 
31-42 such items as stock margins, terms relative to 


instalment sales, term lending by chartered 


banks, and reserves for "near" banks, 


EXHIBITS 

Exhibit 1, Macmillan Report 

219. The functions discharged by a central bank 
being of such vital importance to the economic and 
financial life of a eens it is perhaps natural to 
ask whether they could not be adequately performed by 
some direct organ of government, It has in practice 
been found that a central bank can give most effective 
service to the community if it is free from the feat of 
interference for political ends in operating the delicate 
mechanism of the national monetary and financial machine 
eccccseesit has been found that there are preeminent 
advantages to the state in entrusting the special and 
highly technical functions of a central bank to a body ° 
not subject to the vicissitudes of political life. 
Exhibit 2, Macmillan Report 

206, ecoeee the central oct eteueas should 
endeavour to regulate credit and currency in the best 
interests of the economic life of the nation and should 
so far as possible control and defend the external value 
of the national monetary unit.......eefrom the inter- 
national point of alae the central bank by wise and 


timely co-operation with similar institutions in other 


a, i ao eed Cee we ee ee 
the ow ee eee ee ee 


> 3 orwin® po 
sbsas0 to sasd edd veddedw ese of beninsxs sd eh 
0o0-+ 
poussliak of axewog isnoidibbs svsd Siyode : 
- edidtdxd 
ot evitslex amvad ,enigusm Moote as amedt, dopa S4- LE 


tdginm aoltsoliqgs ati at Seniss aolismiotat ee 
bewsdusdo yd graibasl med ,eeisa tasmlstaat 
<eainsd “xssa" tot zeyreser bas .eainad 

allailuxa 

trogen asilimosM...f£ tididxd 
pins¢ Istiges s yd beguadoelb anolvonut sat. fs | 
| has ofmodooe sid of sonstdioqut.fstiiv dove to snited 
of [stwisa sasdusedq et ot wettawes to etif {stonsatt 
ye benxotveq yvietsupebs ed toa bivoo. yedi.weritedw Nes | 

sofitosxq at esd JI pre inmsmree to asytio Joexrtbh smog 

avitostte teem SVig aso Nosed Istines. s tsd} bayot ased 


| 
| 
| 
| 


to ¢sst edd moxt sext at vi IL.vitaumoo sedi of sotvisea 


sisoifeb sid satisreqo al abae Isolitiog sot sonetetreiat 
ortteloed felLousalt bas yisienom fsnoltisn.sdi to matasdoom 

Jnenimee tq ers stecdd dsdd bravot.nsed asd Jk. csccces 

bas Isiosqa odd anitauntias at sista odd ov gegsinsvbs 

“ ybed s of aimed Isitceo s to anoltoaut.fsotadosd yidsid 


»@1tt [sotdifog to aesbudiaatoty edt oF vosetdse toa 


eee 
ee _ 


duoqeH asifltmosM. .S didtdxa 


| Biwoe ...eccee-tusd Istinso edd. si. «90S 
Jveed edit oat yorexwrs bas Jibeto etsiuyet o@ T0VSShxS 
bisora bas nolisea edd to sttL.olmoenoos edd to etasrsitat 
~r9tal edd motl.....+..3inw yusisnom Isnotisa edt to 
bas eatw yd dasd Lsidae0 edd. .wetvto tatog Isnotisn | 


| 
sulsv Ismisixe edd baetesb bas Lowtlaos eidiagoq 28°1%8t 08 
 wedde at enotiutivent aslimte dittw moLisueqo-oo yLlomid. 


Nethercut &é Young A E 267 
Terente, Ontaric -C - 


Samiieers) should seer) so far as may lie within the 
scope of monetary siotiien; to mitigate by its influence 
fluctuations in the i i level of economic activity, 
These functions do nets of aha exhaust the tasks 
of a central bank, Within a state, the central bank 
eienins in side Sar, be a ready source of skilled and 
impartial financial advice at the disposal of the 
administration of the day...... 

207. It is easily possible to expect either 
too much or too little of central bank action, A central 
bank is at the same time an instrument and a force, 

As an instrument it is the means by which the state - 
which must necessarily retain ultimate sovereignity in 
matters affecting the currency - can give effect to the 
national policy. As a force the central bank has certain 
powers in its keeping which can be used to achieve the 
ends of national policy. Clearly these powers are of 
differing efficacy according to the aim of the policy. 

A central bank cannot be expected to influence the price 
of a particular commodity. It is even not desirable 

that a central bank should be specifically charged with 
any responsibility for the general price level of a 
country. There are many dadvere’; of varying alee: 
which combine to influence that level and a central Wank, 
working as it does purely in the monetary sphute; cannot 
be expected to have complete Sentuols though it may well 
have a measure of influence, If it attempted to 
exercise any dtastak control it would have to wield power 
far beyond those which any body other than the sovereign 


authority would be entitled to exercise, It is manifest, 
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however, that the regulation of the volume of credit is 
an important oe in influencing the level of economic 
activity and therefore of prices and this is one of the 
cardinal tasks of a central bank.......1he regulation of 
the quantity of credit is effected by the action of the 
central bank on the reserves of the commercial banks, 

By increasing or diminishing these Me RERYS As or by 
increasing the cost of securing enan there is set in 
motion a process of expansion or contraction through the 
ordinary channels of banking..ceces 

208. In the control over the external value of 
the monetary unit the action of the Genes bank is 
also of major dune tubeapes This fagetiene ipaeeas is a 
logical outcome of that of credit regulation. Whatever 
additional influences may affect the level of the 
siebabiacs such as short term capital seununaene external 
borrowings and rev rrr and the income from overseas 
javestaentas the long term factor of decisive importance 
is the credit structure of the einai’ and no modern 
state can afford to dispense with the most effective 
eontrolling instruments, 

209, The services which a central bank may 
perform in the international sphere are even less easily 
dispensed with in the modern world than those which it 
can render within the borders of a state, Whatever changes 
may occur in the volume of international trade and the 
comparative positions of various dpan orceay there has 
never been a time when external financial inter-relation- 
ships have assumed more importance than in the last 
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raph $ 8 The precise degree to which the level 
of economic activity in the world as a whole may be 
influenced by concerted international monetary Seti, 
may be a matter of epiitSn® but that a common direction 
in monetary policy may have an important influence in 
avoiding economic excesses or in stimulating revival is 
beyond dispute, The co-operation of central banks is 
beset with many difficulties; its effects are limited or 
distorted by many non-monetary influences; but if we 
wish to continue that mutual interchange of goods and 
services which in the past has stimulated the economic 
life of all parts of the sepia? we ought to use all 
possible means of bringing order into the realm of 
international relations. In the monetary sphere the 
germ of such order is to be found in the inter-relations 
of central banks working to harmonize national policy 
with the needs of the international situation. 

218, To enable it to discharge the essential 
functions to which we have referred above: modern 
experience tends to show that certain definite principles 
should be observed in the constitution of a central bank. 
Thus, in order that it may regulate credit and cdtren 
it is essential that the central bank should hold a 
suitable proportion of the cash reserves of the commercia 
banks, Tt is essential for the full and satisfactory 
working of a central Baik that it should have the sole 
right of issue of legal tender notes; it is essential tha 
the central panieres the financial adviser of the 
doveon tate, should in due course hold the various 


Government accounts and carry out, on behalf of the 
Government all financial transactions, 
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229. seeoeslt may indeed be the case that in 
the absence of a highly developed money market the contro 

of a central bank in Canada over the financial system 
could not be as sensitive as that which is exercised, Tor 
Srravened; by the er of England in the United Kingdom, 
The fact’, ptowerrest that a new institution in Canada 
would not be able to employ all the instruments of contro 
exercised in an desiree and financially more highly 
developed courtesy seems to us an inadequatetreason for 
omitting to develop such control as could undoubtedly be 
achieved, The financial system and economic life of 
Canada are already sufficiently well developed to make 
the instruments of the discount vate: the purchase and 
sale of vecar tude and operations in the foreign exchang 
iervet of sufficient importance in the hands of a well- 
managed central bank to give it a decisive influence on 
the credit situation in Canada, 

230, Canada is a country with a relatively large 
volume of re tates trade and a heavy external indebted- 
ness and is, mienesor’! especially interested in the 
international value of her currency, The holding of gold 
and foreign exchange by the central bank should and could 

become a factor of the first importance in carrying out 
the national policy in regard to the external value of 
the currency, It is no part of the functions of a centra 
bank to monopolize the exchange markets, Here, as in 
the case of credit woutTeL! its function is to impart or 
counteract a trend as circumstances peegiines 5 and this 
task, even from an early dave; would be within the 


capacity of a Canadian central bank. 
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Exhibit 3, G.F. Towers! lst Report 

The functions of a central bank are well set 
forth in the report of the Royal Commission on Banking an 
Currency in Canada, The chief functions are to endeavour 
to regulate the volume of credit; to defend the external 
value of the national monetary unit; to be a ready source 
of skilled and impartial advice at the disposal of the 
Government (in the case of Cahaaa} the Dominion and 
Provincial Governments); and to afford timely co-operat- 
ions with the central banks of other countries...... 
Exhibit 4, Hon. J.L. Ilsley--- House of Commons 1941, 

eocoeoee tne Bank of Canada was created by 
parliament as an autonomous corporation with its stock 
owned wholly by the sovernmeats but with its own 
management and board of directors appointed by the 
government, It is an arm of the povetament) but not a 
department of the government, The character of the act 
is such that responsibility for its operations is placed 
squarely on the shoulders of the governor and the board 
of directorS..eesee The point which I would like to 
emphasize is that the responsibility with which the gov- 
ernor and board have been charged by parliament does not 
in any way relieve the government of the responsibility 
for the monetary policy being pursued by the Bank, nor 
in any #ayoufzitate against public control of monetary 
policy, The monetary policy which the bank carries out 
from time to time must be the government's monetary polic . 
but the government must leave the carrying out of that 
sqraeys the choice of ways and means of executing it, 


to the management of the bank in whose judgment it has 
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confidence, If the government is satisfied with the 
policy which is being coer ners there is obviously no 
quarrel between it and the bank, Let us oe however 
that the management of the bank and the government do not 
see eye to eye in the matter of monetary policy......in 
such a case there can be no question whatever as to the 
outcome of the dispute, The government's view will 
prevail, - In view of the statutory ne sHanehbtey 
placed on the governor and the board of nuiaaiet omen rrdo 
not believe that those of them who disagreed with the 
government on a fundamental issue could conscientiously 
carry out the government's policy. It anus therefore be 
necessary for them to eel ean and they would be replaced 
by others who were willing to accept responsibility for 
the type of policy which the government believed to be 
appropriate, 
G.F. Towers -- House of eee 1954. 

eoooetne situation is that parliament has 
placed squarely on the shoulders of the directors and 
management of the Bank of Canada the responsibility for 
monetary policy. It would be of no use for us to come 
before a committee of this kind and say in respect of 
certain actions which were eisidedieil imias we did not like 
that but the government wanted us to do it......We must 
and do take full responsibility for everything which we 
have done......there is no alibi possible for the central 
bank, § On the onan renee there is no alibi Pane D Ee 
for the government, because if comsmrinen’ said: well, we 
disagreed with what the central bank aid, but parliament 


has placed the responsibility on them, so what could we 
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do? The answer obviously is that the administration of 
the _— supported by a majority in dardacuie it, can alway 
alter the legislation, In fae I doubt whether a 
disagreement would ever necessitate such a Eyiaiee because 
there are various ways and means by which directors and 
management can be got rid of.....@nere is a long history 
behind this thing in central banking.......Just to make 
sure that nothing I have said conveys a tieubaerstantinc, 
I would like to add that no central panty) and certainly 
not the Bank of Canada has any delusions of grendeur or 
any thought that it has sovereign power that always lies 
with the administration which commands a majority in 
Parliament, 
J.E. Coyne - House of C@innchsy 1956. 

eeseeit the government of the day were suff- 
iciently displeased with the bank or the management of 
the bank, they could put in motion steps which would bring 
about a change in the management. At some stage in that 
iopekaat if the government were so determined as to make 
a real issue of jas a public issue présumeidy? the 
governor would have to resign.....1 do not think it follows 
from that -- I am sure Mr, Towers did not mean it to 
follow from thabe -- that because the government can 
bring about the removal of the governor of the Bante, 
therefore, the governor of the bank must do whatever the 
government wants him to do, Nor does it follow in fact 
that the government expresses views of a kind that 
would require action by the bank contrary to its own 
views of what should be the appropriate monetary policy 


at that time. Certainly parliament is supreme, and the 
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SeGauibesth, having a majority in Oe omnes is;in a 
pearson if it thinks strongly enough about a pecuar: 
to bring about a change in the management of the bank,... 
Louis Rasminsky - July 31, 1961 Statement, 

I believe that it is essential that the 
responsibilities in relation to monetary policy should 
perclarifiedsin the,.publicumind,and in the legislation. 
I do not suggest a precise formula but have in mind two 
main principles to be established; (1) in the ordinary 
course of events, the Bank has the responsibility for 
monetary policy, and (2) if the Government disapproves 
of the monetary policy being carried out by the Bank it 
has the right and the responsibility to direct the Bank 
as. to the policy which the Bank is to carry out. The 
first principle is designed to ensure that the Bank has 
the degree of independence and responsibility necessary 
if it is, in the language of the Bank of Canada Act, "to 
regulate credit and currency in the best interests of 
the economic life of the nation", To discharge this 
duty the Bank must be sufficiently independent and 
responsible in its operations to be able to withstand 
day-to-day pressures from any source. But in the longer 
run, if there should develop a serious and persistent 
conflict between the views of the central bank with 
regard to monetary policy which,after prolonged and 
conscientious efforts on both sides, cannot be resolved, 
the Government should be able formally to instruct the 
Bank what monetary policy it wishes carried out and the 
Bank should have the duty to comply with these instruct- 


ions, The exercise of this authority by Government would 
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ptaec-on! Government. direct responsibility for the 
monetary policy to be followed. HP “GAIS“*pPoLlieyy «as 
communicated to the Bank, as one which the Governor felt 
he eohla*Hot °in’Zood’c cAsctence Carryout, hes dtity would 
be to resign and to make way for someone who took a 
different view. 
Exhibit 5. G.F. Towers 1938 Report 

Acting under powers conferred by section 23(2) 
of the Bank of Canada Act, you required the Bank, as 
from April 1st, 1938, to act as Agent for the Government 
in the payment of interest’ and principal’and generally 
in respect to the management of the’ public debt of 
Canada.’ The’ PublTie Debt * Division of *the’ Bank’ was 
eonstrTiuted“f or“tnis” purpose -anrd* on “Aprri*tst*Tast the 
staff of the Loans and Interest Branch of the Department 
of Finance angered pare seryrce ; In¥vrewr Very ene Yr acs 
that so much of the work of the former. Loans and Interest 
Branch had been interwoven with work performed by the 
Bank in its capacity as fiscal agent of the Dominion 
Government, we believe that the amalgamation will be in 
the interest of efficiency and economical operation. 
Exhibit 6. R.V. Roos@ - Federal Reserve Operations 

Most of the bidders for small amounts, and many 
others up to the limit of $200,000 per subscriber, submit 
noncompetitive tenders which are allotted in full at the 
average price determined by the accepted competitive 
tenders (about one sixth to one eighth of the total bill 
issue each week is currently accounted for by the non- 


competitive tenders). 
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Exhibit 7. 

For many years, government-guaranteed C.N.R. 
financing was handled in this way. When it was taken ove 
by the Bank of Canada in 1951, Mr. Donald Gordon, the 
Railway's President and formerly a deputy governor of the 
Bank, expressed his regrets to the Syndicate managers 
and commended them for their efforts in the past. [It may 
be completely without pee eee but in the past three 
or four years, C.N.R. financing has caused not a little 
disturbance in the bond market. Mr. J.E. Coyne ina 
speech entitled, "Credit and Capitai" made on December 
14, 1959, stated, in part: "......What is perhaps not so 
widely tees ida is that we also have in Canada a well 
developed nation-wide capital market, particularly in 
respect of the distribution of securities issued by 
governments, local authorities and business corporations. 
This is primarily the field of activity of investment 
dealers. I,think there is little doubt that the 
financial machinery existing in Canada for the placing of 
new issues of securities on the market is the equal of 
that of any country in the world and, in proportion to 
our size, it. probably arranges, year in.and year..oul, 
for the provision of a greater quantity of new capital 
to those requiring it than is the case in any other 
country in the world, The results achieved are a 
reflection of the industry and enterprise and broad 
national outlook of our investment dealers,....." 
Exhibit 8. .G.F. Towers - 1953 Report. 

A broad and active demand for short-term 


government securities is an essential feature of an 
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effectively functioning money market. The Bank of 
Canada has always endeavoured to encourage the growth of 
a short-term market in this country and several further 
steps in this direction voll taken during 1953. The 
Government of Canada changed its regular offers of 
treasury bills from a fortnightly to a weekly basis and 
made available 273-day bills in addition to the usual 
Ql-day bills, both of which developments found favour 
with the market and increased the demand for and turnover 
in such securities, In the year just past the pak or 
Canada instituted purchase and resale agreements with 
bond dealers who take a jobbing position in the short- 
term Government of Canada market, Under these arrange- 
ments a dealer may within agreed limits sell treasury 
bills and short-term Government of Canada bonds to the 
Bank of Canada with an undertaking to PapehoheSe them 
over a short period at a predetermined yield to the Bank. 

These arrangements offer jobbers an alternative 
method of financing inventories of such securities so 
that they are at all times able to meet the requirements 
of their customers, including other bond dealers who 
only occasionally have transactions in short term 
SECULAU LES Jess se 6 
Exhibit 9, G.F. Towers - House of Commons, 1954. 

The term "money market" is widely used but 
seldom defined and indeed it is not easy to give it a 
precise definition. The particular sector of the overall 
financial market which it describes has varied from 
country to country and from time to time. I think a 


general definition would include any markets for financia 
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assets in which individuals, corporations and financial 
institutions invest their short-term funds, and in which 
a certain amount of nenauer or buying and selling, goes 
on fairly continuously. It is a market for the 
temporary employment of cash balances. 

In Canada, Treasury Bills and other Government 
of Canada short-term securities are by far the most 
important categories of assets involved at the present 
time. Commercial bills and similar instruments which are 
an important factor in the money market in pduiadt, for 
example, have played and are likely to play a negligible 
rote ‘in’ Canada:, In this country they are held 
exclusively by banks and there is no trading even 
between banks in this type of paper. There are a number 
of other types of securities or assets which may be said 
to be actually or potentially on the fringes of the money 
market. For example, the larger provincial governments 
have a substantial volume of short-term debt outstanding, 
some of it bearing the name of Treasury Bills. At presen 
there is no trading in these Bilis and they are in realit 
just another form of short-term loan to a province by its 
banker or bankers. They might, however, develop 
sufficient tradeability in future to be classed as money 
market paper. Again, while there is no call loan market 
in Canada dealing in loans which can be called on really 
short notice and which are made on an impersonal basis, 
the type of bank loan whichstockbrokers and investment 
dealers presently use to finance their inventories might 
in future develop in the direction of being a true money 


market type of asset, 
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I would not include in my definition of the 
money market such specialized markets as the stock 
exchanges and the foreign exchange market owing to the 
fact that it is not their primary function to provide a 
liquid form of asset for the investment of short-term 
balances. For practical purposes oe the Canadian 
money market consists at the present time of all the 
buyers and sellers of Treasury Bills and other short-term 
Government of Canada securities, This will always be 
the core of theCanadian money market, and only as breadth 
and volume is developed in this area is it likely that 
the boundaries of the money market can be extended as 
widely as in larger and older financial communities. 

Now I would like to say a few works about the 
functions of the money market, In general, I belieye 
that one can say that its function is basically the same 
as that of any market in a competitive economy whether 
it deals in financial or physical assets, A good market 
by promoting wide competition between sellers and 
providing wide choices to users, tends to distribute 
resources where they are used with maximum efficiency. 
Short-term capital, like any other commodity or service, 
is likely to be forthcoming in optimum amounts and to be 
most efficiently used if it is subject to the incentives 
and disciplines which are provided by a broad market, 

In Canada, where I think we can look forward to rapid 
growth and a correspondingly large demand for capital, 
and where there is considerable scope for Canadian 

capital to displace external sources of financing, we 


clearly need to use our own sources of short-term as well 
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as long-term capital as effectively as possible, 
Moreover, the kind of financial machinery needed to 
provide a good short-term Government securities market 
Will also help to provide better facilities for long- 
term financing. 
Exhibit 10. J.E. Coyne - 1954 Report 

The introduction in mid-June of what are known 
as day-to-day loans was an important development affect- 
ing both banking practices and the short-term securities 
market or “money market", These loans are made by 
chartered banks against the pledge of treasury bills 
and Government of Canada bonds maturing within three 
years, The borrowers are those bond dealers who are 
prepared to act as jobbers in the short-term market and 
who have entered into purchase and resale arrangements 
with the Bank of Canada. Day-to-day loans way per called 
for payment at any time and the willingness of the Bank 
of Canada to purchase securities under resale agreements 
provides an underlying assurance of liquidity. 

From January 1953 to June 1954 the Bank of 
Canada had made a considerable amount of funds available 
for the financing of dealers' inventories of treasury 
bills and short-term Government bonds through purchase 
and resale agreements, The total provided in this way 
reached a maximum of $73 million in June. Subsequently, 
day-to-day loans from the chartered banks provided this 
financing in amounts which, as at the close of business 
on Wednesdays, varied between a low of $44 million and 
a high of $135 million, and Bank of Canada facilities 


were infrequently used, 
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In addition to ‘providing a source of’ funds to 
finance dealers' inventories of short-term Government 
securities, day-to-day loans afford. a convenient and 
efficient “means whereby the chartered banks may adjust 
surplus or “inadequate cash reserve positions: A’ bank 
dss iring wo réplentsh* iis cash reserves “may carl “part 
or all of its ‘day-to-day loans and present the borrower's 
Cnelgue thr ofan “ure? Cteariie Fouse Tor credit'vo rts 
account with the Bank of Canada the following day. (A 
bank can obtain additional ‘cash on the same day by 
Dorstowine ron trie ‘Beni “ol dnada -” air tne case “of “sales 
Oo treasury bi lis,’ Governmenv’or Carada “bonds maturing 
within 5 years, and tonger-term Government of Canada 
bonds, market practices respecting delivery and payment 
dates have’ the result that cash’ is “received ‘on the 
second ,“ tmitrd and Tourtm days ,“"respectively, ‘after ‘tric 
day of the sale.) When the day-to-day loan rate is 
peVow the'Bahk Hate’ as’ Tas consistently’ been the case’, 
the borrower whose loan is calied has @ strong incentive 
to obtain the funds required tc repay the loan from 
another chartered bank which has surplus cash, rather 
than from the Bank of Canada under a purchase and resale 
agreement. “One of the effects ‘ofthe call and the new 
loan’is’ to transfer deposits at the Bank of Canada from 
the lending to the calling bienk: Ti Sine porrower 1s 
not. successful in cbtaining a day-to-day loan from 
another: bank and cotains the funds from the Bank of 
Canada’, the initial-effect is” to-increase*the: total 
cash reserves’ availapile”.n ‘the-system,*as* the calling 


bank receives an addition to its cash without a 
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corresponding decrease in any other bank's cash. 
Exhibit 11. "Radcliffe Report 

862. We have sie other object in view. This 
is to strengthen further the research and intelligence 
side of the Bank's activities and so to assist the Bank 
to take the lead in promoting and inspiring the objective 
study of monetary and financial problems. The total 
volume of research that has been done upon them up to now 
inside enc outside the Bank, appears to us to be in- 
sufficient. Moreover the additional information that we 
suggest should be collected will require analysis by 
experts skilled in its interpretation and able to sift it 
so as to provide a more comprehensive view of the way in 
which the different parts of the financial system are 
functioning. We have suggested that there are certain 
areas where we are still too much in the dark and where 
day-to-day decisions have to be taken with only a limited 
perception of the relevant factors. An increase in the 
flow of information will help to remedy this; but it will 
do so more effectively if the information is made the 
subject of study and research inside the Bank. 
Exhibit 12, Macmillan Report 

COT. (seeeeeHere we should say at once how 
strongly we endorse the remarks made in a memorandum of 
the Canadian Bankers! Association, regarding the vital 
importance to such an institution of the quality of the 
governors and directorate, Experience, skill and 
integrity are required in the highest degree, and that, 
not only to ensure that the operations of the Bank shall 


be wisely conducted, but also that the institution should 
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win and maintain the confidence alike of the government, 
the people and the commercial banks. 
Exhibit 13. G.F. Towers - House of Commons, 1954. 

As part of our programme to improve and broaden 
the money market for the benefit of lenders and borrowers 
and of our financial structure as a ander the Bank of 
Canada has been. a constant trader in government of Canada 
securities since we opened our doors in 1935. While the 
total amount of our holdings of government securities is 
necessarily determined by considerations of monetary 
policy, we have endeavoured to help make a market for all 
government issues and have been very substantial buyers 
and sellers, In a sense, we perform a. jobbing gion tate 
holding the inventories which are indispensaole to a good 
market. Investment dealers and banks also operate in 
this way, although naturally on a smaller scale. We woul 
be glad to see both dealers and banks extend their oper- 
ations of this character, and have the Bank of Canada pla 
a smaller part, although we would always expect to be a 
substantial participant in the market. 

Exhibit 14, J:E. Coyne - House of Commons, 1956 

The central bank does not ordinarily take the 
initiative to increase or decrease the cash reserves of 
chartered banks. That is to say, it does not step out 
and bid for securities if it thinks an increase in cash 
reserves is desirable, or step out and offer securities 
in the market, if it thinks a decrease in cash reserves 
is desirable, 

At any rate, not usually. For the most part 


there are transactions going on in the market all the 
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Cime. People are making offers to buy or to sell, and 
the central bank is usually in a position to be able to 
respond to offers to buy from others rather than to take 
the initiative to make offers itself, 

When there is a need for more money in the 
country, you probably find some people -- you are certain 
to find some people -- are selling securities in order to 
raise cash, If there is a need for more money as 
indicated by that fact, the central bank can buy some of 
those securities that are being offered, and thereby 
provide the cash, It will probably do so at prices which 
progressively decline as the strength of the selling 
pressure keeps up, so that you will probably find rising 
interest rates at a time when there is a demand for more 
money. 

The rise in interest rates, of course, would be 
much greater if the central bank took no action at all. 
If we simply stand still interest rates would rise until 
sufficient buyers were found among the general public to 
balance the sellers among the general public. So, on the 
other side of the picture too, when, for a lack of other 
opportunities to invest, people are interested in buying 
government securities on an increasing scale the tendency 
will be for the central bank to provide some of those 
government securities and sell them, and in that way 
dampen the fiuctuation, which in that case would be a Pris 
in government security prices, and a decline in interest 
rates. Generally speaking the central bank tries, and 
I think certainly should try, to foster orderly condition 


in markets, and to dampen fluctuations, but not necess- 
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arily to prevent fluctuations if they represent real 
changes in supply and demand. 
Exhibit 15, Radcliffe R=port 

339. At the heart of its work as the central 
bank lie the Bank's open market operations in Government 
debt, including both operations in Treasury Bills in the 
course of management of the money market and operations 
in Government bonds for the purpose of influencing the 
gilt-edged market, 

340. The Bank of England operates almost daily 
in the money market, by buying Treasury Bills from the 
market (thus putting cash out) or selling Treasury Bills 
to the market bokius taking cash in), to smooth out 
shortages and surpluses of funds between one day and 
another, which arise mainly out of the uneven incidence 
of payments by and into the Exchequer. The purpose of 
these operations is that of maintaining an orderly market 
eocceoese Luhistin thecGovernnent ss finterest,tas the 
largest borrower in the money market, that the money 
market should be an orderly market; and that requires 
that the short-term rate of interest should not fluctuate 
wildly from day to day or week to week but should be 
reasonably stable...... 

373. .....1f, for example, the Bank is buying 
Treasury Bills and selling, in equal amount, short bonds, 
it is maintaining unchanged the total of the debt but is 
inducing the private sector to hold the debt with an 
average maturity date further away: the private sector's 
total protfolio of financial assets becomes less liquid 


eooees While if the Bank is selling:short bonds or 
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Treasury Bills and buying long bonds, the average 
maturity of the debt is shortened and the private sector 
is becoming more liquid. 
Exhibit 16. P.G. Fousek - Foreign Central Banking 

In general, the bank appears to confine its 
open market operations to short-term securities, although 
on occasion it intervenes also in the medium and long- 
term market, Partly because data on changes in the 
detailed composition of the bank's holdings are not 
published, it is difficult to determine the importance 
of the bank's longer term operations. In any event, it 
seems to be agreed by observers that during recent years 
the bank has conducted operations in tice term 
securities only in order to smooth out undue deviations 
from what the authorities have taken to be the underlying 
trend of securities prices. 
Exhibit 17. Federal Reserve System Report, 1961. 

He (Mr. Robertson) also felt that the Committee 
Should return to its previous policy of confining 
operations to short-term securities, In his view (1) the 
operation that the Committee had launched in February 
1961, including transactions in longer-term securities 
under the special authorization, had not been successful 
in raising short-term and lowering long-term rates; (2) 
had the operation been pushed to the point necessary 
to achieve what he understood to be these twin goals, 
its defects would not be obvious; and (3) the deieterious 
effects of such operations on the market for long-term 
securities will become more apparent when the Treasury 


seeks -- as it sometime must -- to extend the maturity 
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structure of the Federal debt by attempting to sell 
long-term securities for cash or in exchange for maturing 
securities, Furthermore, he believed that while it was 
possible for the Federal Reserve to acquire longer-term 
securities without impeding Treasury operations ina 
period such as 1961, when Treasury financing was chiefly 
short-term, the sale of such securities would present 
real problems. In his view such selling action would 
not only absorb long-term funds from the limited supply 
but would also aggravate the uncertainties which already 
plagued the long-term pate aie weakening its supporting 
structure and attenuating its appeal to investors. He 
could not foresee any time, when monetary policy called 
for absorbing reserves, that the Federal Reserve could 
sell longer-term securities from its holdings without 
impairing the ability of the Treasury to lengthen the 
debt. This,he thought, would be oubbreekabe: in view 
of the real need for the Treasury to achieve a more 
manageable maturity distribution of the public debt. 
Accordingly, he believed that operations in securities 
beyond the short-term area should be terminated 
immediately. 
Exhibit 18, Radcliffe Report 

5518 oeceoe but their attitude has also been 
strongly influenced by a belief that the long-run 
interest of the Government as ad ebtor was best served 
by orderly markets, and that orderly markets implied 
abstention from disruption of ruling prices just as much 
as it demanded official intervention to steady a 


demoralized market.....A deliberate marking-down of the 
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prices at which the Government broker was willing to sell 
would have been regarded in the market as arbitrary 
juggling with the capital values of the Government's 
own creditors, and this would have seriously damaged 
"Government ied iid at the Government's expense in 
paying the service of the debt for many years ahead, 
This "damage to Government credit" would have had 
repercussions on foreign confidence in sterling: "I need 
not remind you", the Governor put it, "how closely the 
exchange markets and the gilt-edged market watch each 
other", | 
Exhibit 19, Quest for Stability 

The objective of maintaining an orderly market 
for Government securities was explained more fully in 
1939. The purpose was to protect the market from 
"violent fluctuations of a speculative, or panicky 
nature" such as that caused by the outbreak of 
hostilities in Europe. It was not, however, to "assure 
any given level of prices or yields for Government 
securities" nor to prevent "an orderly rise or fall in 
United States bond prices in response to changes in 
underlying conditions, "......Recently, there has been 
another shift of emphasis -- the System adopting the 
policy that open-market operations shouid be used for 
"correcting a disorderly situation in the Government 
securities market," instead of uatnts iaiae an ree 
market as formerly. It was felt that the latter policy 
might result in actions at times which would be in 
conflict with the over-all goal of helping to maintain 


economic stability..... 
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Exhibit 20. Rsv. Roosa - Federal Reserve Operations 
Liaison with the Federal Open Market Committee, 
is, of course, a two-way niiaets and it is probably as 
heavily traveled as the path between any two parts of 
any unit of Government. The inescapable fact the seat 
of National Government is in Washington, and that primary 
responsibility for Federal Reserve policy determination 
must be in the statutory Federal Open Market Committee 
which meets in Washington, is paralleled by the equally 
inescapable fact that the centre of the money market 
and the Government securities market is in New York. 
The physical trading facilities and the concentration of 
skilled trading staffs are also there. pean rint ay it 
has been necessary to work out an unusual variety of 
arrangements for maintaining pont tanaue contact between 
Washington, New York and the other Reserve Banks to 
assure by exchange of information and frequent 
consultation that the detailed execution of policy in New 
York is in conformity with the policy objectives 
developed in Washington by the Committee, 


Expo ba Suey Hon, D.M. Fleming - House of Commons 
June 1961 Budget 


The third announcement I wish to make in the 
field of debt gnanagement concerns the establishment of a 
purchase fund for the orderly retirement of government 
debt.......1ne experience of other governments and of 
private corporations suggests that the existence of 
such a fund through which purchases of securities are 
made can have a steadying effect on the market. Over 


a period of time it should contribute to a reduction 
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of interest costs. 
It has therefore been decided to establish a 
purchase fund to assist in chermanapeeent of, the. public 
debt, Its initial size will be $100 million, to be 
used over the next twelve months for the purchase in 
the market of government of Canada mid and long term 
securities, 


Exhibit 22. Hon. D.M. Fleming - House of Commons, 
June 1961 Budget. 


E now return to the exchange rate, As I have 
said it is the government's intention that our import 
surplus of goods and services,which has been running in 
recent years well over a billion dollars annually, should 
be reduced substantially, and that this should be brought 
about through an appropriate adjustment of the exchange 
rate rather than by direct government controls or 
subsidies, quotas or tariffs. 

No one can say today what the appropriate level 
of our exchange rate would be when our balance Sa 
ments is in a position better suited to our hence 
economic circumstances, But the rate will certainly 
be lower than it has been of late, and it may well be 
appropriate for it to move to a significant discount, 

It will be government policy to facilitate such a 
movement, 

Accordingly the exchange fund will be prepared, 
as and when necessary, to add substantial amounts to its 
holdings of United States dollars through purchases in 
the exchange market. This would have the effect of 


increasing the foreign exchange reserves available to 
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Canada to be used in case of need. As many competent 
observers have pointed out, these reserves have not grown 
over the past decade in line with Canada's international 
transactions. Once an exchange rate more closely in line 
with Canada's economic position is achieved, the 
government will use the resources of the exchange fund 

to ensure that the rate is kept within a range appropriat 
to Canada's changing economic situation...... 

Exhibit 23. W.E. McLaughlin, 1962 

From September, 1950, to December 1960, Canada 
had a true floating exchange rate, in the sense that, 
aside from smoothing eeacieed through the Exchange Fund 
Account, its value was determined entirely by demand and — 
supply in the market, 

From the "baby budget" of December 20, 1960 | 
to June 20, 1961, this true floating rate Waid abandoned 
in favour of what we might call a nudged floating rate, 
There was no announcement of a change in policy but the 
Exchange Fund did exert downward pressure on the Canadian 
dollar through the purchase of U.S. dollars in the open 
market, 

With the final budget, brought down on June 20, 
1961, a third variety of floating rate appeared with 
the announcement that in the Government's vieti the rate 
should move to a "significant discount"; but there was 
no definition of the term "significant" and no clear 
indication, therefore, of the amount of discount thet 
would be regarded as satisfactory. The uncertainty 
created by this announcement thinned out both sides 


of the market and Gh? net result was that the Canadian 
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dollar settled to a discount position without initially 
requiring active intervention by the Exchange Fund. 

However, since that time the Government a 
through public announcement or use of the Exchange Puna, 
actively intervened in the market whenever it has chosen 
to do so, and the nudged floating rate has clearly given 
way to a manipulated floating rate. 


Hon. Donald M. Fleming, House of Commons, April 1962, 
Budget, 


Since 1950 the coveminene’ using the Exchange 
Fund which was set up in 1935, has operated to restrain 
and smooth out the more rapid movements of the rate in 
one direction or the other. At no og throughout the 
whole period, have the resources of theExchange Fund been 
used aggressively, to push the rate in one direction or 
the other against market forces..... 

The Government has not hesitated, and will not 
hesitate in the future, to deploy a substantial volume 
of funds, on one side of the market or the ai age 
order to prevent sudden or erratic SCreeenta Tn our 
exchange rate, 

R.V. Roosa, 1962 Speech. 

oooe whether a country formally adheres to the 
gold standard or not, it must have a reserve of some 
kind of internationally acceptable purchasing power -- 
either gold or dollars, or possibly pounds sterling, or 
an equally usable quick line of credit. Whenever its 
current receipts from sales or the inflow of capital do 
not equal its current outpayments, it has to draw on 


this reserve. Consequently, the size and ready usability 
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of the reserve -- "Together with the quick claims against | 
LC ~- must be watched continually as an indication of 


changes im-each country's external economic ‘strength or 
weakness, 
No country can pursue policies indefinitely 


which consume its external reserves and draw down its 


potential credit abroad. 

‘eeeee Lixed Tink must” be “preserved between 
gold -- the universal monetary metal of timeless 
acceptability -- and at least one national currency. 
Since the mid-thirties, the dollar alone has served that 
function, It is essential that the United States 
continue freely buying gold, and selling it to the 
monetary authorities of the world, at the price of $35 
per fine ounce....a11 leading countries (must) maintain 
fixed (rather than variable ) rates of exchange in 
relation to the dollar, with narrow permissible spreads 
around the declared par value -- such as the 1 per cent, 
each way, established by the International Monetary Fund, 
There must be room for market forces to demonstrate, 
through small changes within sueh a band, whether a given 
currency is presently strengthening or weakening. But 
there must not be an escape hatch through which one 
country or another can seek temporary refuge from 
balance-of-payments disciplines by juggling its own 
exchange rate -- beggaring its neighbours and disrupting 
the orderly process of cost and price adjustment among 
the various products and services that are required for 


eventual balance-of-payments equilibrium, 
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Exhibit 24, Bank Reserves 

The preoccupation by the bmking community 
with changes in reserve requirement percentages in recent 
years has tended to obscure the primary function of the 
required reserve in the regulation of bank credit and 
the money supply. This dominant function is to provide 
@ fulcrum on which a.flexible monetary policy can get | 
Leverage andu.effectiveness...,Since a.specific, volume ..of 
reserves must be held by member banks against their 
deposit. liabilities,.the Federal Reserve System, by sell- 
ing Government securities, can absort banks' excess or 
marginal reserves, which are available as the basis for 
credit expansion, or can force member banks to borrow 
to,maintain their required reserves. Thus. the System 
ean influence the banks! ability and willingness to ascan 
additional credit. Similarly, by buying dcbacumabe 
securities the System can provide the banks with funds 
with which to repay their indebtedness or to accumulate 
free reserves, on the basis of which they can make 
additional loans or investments, 

Exhibit 25. G.F. Towers - House of Commons, 1954. 

There is a risk that the central bank will use 
that power as a erutch with which to obviate or perhaps 
postpone the broader action in the field of monetary 
policy which would really be appropriate.....But I believ 
that. if it used those powers to supplement its other 
actions....the power can be very useful, provided it is 
carefully used and seldom used and never. simply as a 
erutch....1I would hope that the power....would only be 


exercised at a time of sudden need and that.as quickly 
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as possible after that we would get back to the 8 per 
cent ratio.,....i1 think that the main purpose would be 
to hold the level in a substantial inflationary spurt 
without having to rely completely and suddenly on 
‘activities in the securities market. 
Exhibit 26, -J.B. Coyne ~ 1955 Report 

In the course of discussions with the chartere 
banks in November and December the Bank of Canada urged 
the adoption of a standard practice regarding the 
thaintenance of a minimum ratio of liquid assets eden 
day-to-day loans and treasury bills) to deposits. The 
purpose of this suggestion was te establish a working 
principle of bank operations which would help the 
eentral bank in the task of restraining inflationary 
pressures that might threaten in the future. 

The function of a minimum iDG0%G R¥see ratio 
is to increase the effectiveness of monetary policy in 
moderating a too rapid expansion of credit, by bringing 
the influence of monetary restraint tobear on the 
lending policies of the banks, on interest rates, and 
on security markets generally, earlier and more gradually 
and with greater certainty than would otherwise be the 
CASO. . ee es 

After discussion, the banks have agreed to 
work to achieve by May 31st, 1956, a minimum liquid asset 
ratio of 15 per cent which they will endeavour to maintai 
on a daily average basis from June on. On this as 
fluctuations above or below 15 per cent may occur from 
day 7 day or week to week, but for the month as a whole 


the average would not be below the target ratio...... 
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Exhibit 27. James Muir - 1953 

With the inception of a tighter money policy 
some two years ae it was arranged between the Bank of 
Canada and the chartered banks that the latter would 
maintain a secondary reserve of 7 per cent of Canadian 
deposit liabilities in day-to-day loans and Government 
Treasury Bills, The maintenance of secondary reserves 
by the banks was nothing new; the innovation lay in 
stating reserve requirements in terms of a positive 
objective. 

What we have now to avoid is that this 
objective should become an inflexible figure. An 
inflexible reserve is not in fact a reserve at all but 
a compulsory investment, | 
Exhibit 28, R.V. Roosa - Federal Reserve Operations 

The use of the "discount window" by member ban 
is, of course, a privilege that is not to be abused or 
ee ied: Since no bank should expect to exist on- 
permanently borrowed capital beyond the equity supplied 
by its own shareholders.....the "discount window" is not. 
& loophole in the Federal Reserve System's credit control 
apparatus, It is instead a safety valive, enabling 
individual banks to restore their reserves to the 
required level when unforeseen losses of funds have 
created reserve deficiencies ,w.0.4..4n,eTfeet, borrowing 
gives the affected bank time both to determine whether or 
not fundamental changes will have to be made in its own 
portfolio and to carry out in a reasonably orderly 
manner any such changes that prove to be necessary...... 


Supplementing the borrowing of the banks, which 
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is always at the initiative of the banks themselves, 


and which is always granted initially (perhaps with rate 
eecanti onal in circumstances that would have been already 
discussed with an offending babe); there is*an-entirely 
different me thod of providing funds which the Federal 
Reserve a1 B6 thay use in smoothing the gyrations of the 
money market -- that is, the repurchase agreement with 
non-bank Government securities dealers, Under a re- 
purchase agreement, the Federal Reserve acquires 
securities from a dealer against payment, under a 
contract which binds the dealer to repurchase the same 
securities at the same price on or before a stipulated 
final date, and to pay the Federal Reserve a specified 
rate of interest over d period that it holds the 
securities, 


Exhibit 29. Bank of Canada Discount Rate Changes 


Date: Rate Comment 
March 234% Our bank rate was established at 24 per 
41,1935 


eent and remains unchanged. The figure is the 
same as that which was being charged for 
advances under the Finance Act, prior to the 
establishment of the Bank of Canada, and it 
remains the charge which we would ordinarily 
make to the banks for advances. It is quite 
out of touch with Treasury Billi rates, but 
this fact is not at present of any particular 
Significance. When money is in plentiful 
supply, the need for loans or rediscount 
facliities seidom arises .“'{t* is” in” times’ of 
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central bank is essential. A asics bank 
must be what is known as the lender of last 
resort, which implies that in times of real 
need its rediscounting and lending facilities 
will be freely accorded. 
Reference - First Annual Meeting of the 
Shareholders of the Bank of eanaae 
February 25, 1936, page 16. 
13% At a meeting of the Board of Directors on 
February 7th, 1944, it was decided to reduce 
the Bank Rate to 14 per men effective 
February Sth, from the 23 per cent level which 
had been maintained since the Bank's establish- 
ment in 1935. During the intervening aoa 
there had been a considerable reduction in 
interest rates on short-term securities, and «=| 
the bank rate was somewhat out of line with 
the current es However, this was not a 
matter of great importance because the lending 
facilities of the Bank have been required on 
few occasions and for rather small amounts. 
The change to a 14 per cent rate does not mean | 
that the Bank expects its credit facilities to 
be needed on a much greater scale in the future 
than in the past. Nor does it mean that under 
the existing war conditions there is any less 
need for people to save. The utmost effort to 
maintain and increase our saving is still 
necessary, and the first and foremost concern 


of. finaneial policy must be with winning the 
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war, The stage has now come, however, when 
many are also having to give thought to the 
economic problems which will arise after the 
war, 
One factor which will affect decisions is the 
| prospective cost of borrowing. It therefore 
seems appropriate that the Bank should, by 
reducing its ated signify its intention to 
eontinue the kind Sautibccdeunedeto ue which has 
‘brought about the Se aaa level of interest 
vates. A policy aimed at higher interest rates 
“would only become intelligibie it, after war 
shortages. are over, consumers! expenditure and 
-capital development were to proceed at a rate 
which would overstrain our productive capacity. 
Iseeino prospect of such a situation arising 
in a form which would call for a policy of 
raising interest rates, 
Reference - Report of the Governor of the Bank 
of Canada to the Minister of Financ 
for 1943, pages 4-5. 
October 2% Effective October 17th Bank Rate was increas- 
17,1950 
| ed from 14 per cent to 2 per cent per annum. 
The 14 per cent rate had been in effect from 
February 8th, 1944,>:prior to which date the 
rate had been 24 per cent. The Bank issued a 
press release on ‘October 16th containing the 
following statement; "At the time the reduct- 
ion in Bank Rate took place in 1944, the Bank 


expressed the view that it did not then see any 
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prospect of an economic situation in the post- 
war period of a character which would call for a 


5 


policy of raising interest rates, The change tol 
a 2 per cent Bank Rate is an indication that the; 
earlier view no longer holds good under today's 
conditions when Canada faces the prospect of 
substantially increased defence expenditures 
adding to the pressure on the country's resource 
at a time of virtually full employment." 
Reference - Report of the Governor of the Bank 
of Canada to the Minister of Finance 
for 1950, pages 12-13, 
13% ‘The Bank of Canada announced at the close 
of business today a reduction in "Bank Rate” to 
14 per cent from the previous level of 24 per 
cent which was established in October 1950. Th 
Bank Rate is: the minimum rate at which the 
central bank will lend for short periods to the 
chartered banks and the money market on the 
security of Treasury Bills and short-term 
Government bonds, Yields on these securities 
have declined materially over the past year and 
a half and Bank Rate at the old level had ceaseal 
to bear a reasonable relationship to other 
short-term interest rates, 
In the past, Bank Rate has been changed infreq- 
uentily in Canada. and little use has been made 
of the Bank's facilities, The growth in the 
breadth and scale of activity in the short-term 


money market over the past two years: has made 
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it desirable that the Bank rate to be made more 
flexible and bear a closer (though not; fixed) 
relation to ovsicr short-term interest rates. 
The present adjustment will help to make Bank 
Rate a more significant factor in the money 
market and facilitate its more flexible use in 
the future as circumstances may require, 

While the structure of short-term interest 
rates, including Bank Rate, nwiahads an index o 
monetary conditions, it does not follow that 


every change in Bank Rate or in the level of 


other short rates necessarily indicates a change 
in general economic conditions, 
Reference - Statement from Bank of Canada, date 


February 14, 1955. 


Floating Since the Bank of Canada acts in 
Rate 

the role of lender of last resort, 
its lending rate should not be as low as the 
interest rate on the most liquid form of, 


security in the market, namely treasury bills... 


Prior to November lst, 1956 the Bank hac follow- 
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Ferento, Ontaric 
ed the practice of keeping its lending rate 
above the treasury bill rate by raising the Ban 
Rate at intervals of some months whenever the 
treasury bill rate approached or temporarily 
exceeded the previous level of the Bank Rate. 

In 1956 the Bank Rate was increased from 2 3/4 
per cent to 3 per cent on April 4th, to 3+ per 
cent on August 9th and to 34 per cent on Octobe 
17th. This procedure gave rise to some 
misunderstanding; in some quarters it was 
apparently thought that the central bank was 
setting or fixing or controlling interest rates 
of all kinds by its action in changing and | 
publishing its own minimum Baaae rate, 

The simplest method of are that the Bank 
Rate will always pe higher than the treasury 
Diid-rate As ito-keep ttrat:somecspee ified and 
published margin above the treasury feasted 


whatever the latter may be. This method was 


adopted on November lst when the Bank announced 
that it would thicreasiebes until further notice 
adjust its lending rate once a week in order to. 
maintain it at a level of 1/4 of 1 per cent eo 
the average rate on treasury bills at the most 
recent tender or auction of treasury bilis. At 
the close of the year the Bank Rate was 3,92 


per. cent, 


Another reason for adopting the new method of 


determining the Bank Rate was that weekly 


30 changes in the treasury bill rate are relativel 
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small in either direction and the fact that 

such changes occur weekly has become well under 

stood. On the other hand, unexpected, unpre- 

Aaievapns j infrequent and relatively large 

changes in the Bank's lending uate under the 

previous system were known to have a disturbing 

effect on business in general and on all 

persons who might be contemplating the making 

of investments or entering into business arrange- 

ments involving credit and rates of interest, 

No difficulties of this sort have been reported 

Since the adoption of the new system. 

Reference - Report of the Governor of the Bank 

of Canada to the Minister of Financ 
for 1956, pages 45-6, 

in his Report for 1960, Mr. Coyne, in an 
apparent effort to justify the continuance of the floatin 
rate, traced the history of the Bank's discount rate and 
compared its use with the use made of such facilities in 
the United Kingdom and the United States. Pages 58-64, 
Exhibit 30, James Muir - 19538 

eoooevel can add only that I wish Bank Rate were 
a more positive thing -- that it should assume the more 
manly role of being a leader rather than create the 
impression of eens following money market operations. 

James Muir, 1960. 

ecceeee vhere is need for improved communication 
between the Bank of Canada and the chartered banks. Of 
course, communication must be a two-way street. I have 


long deplored the passing of bank rate in Canada from the 
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of communication in this sense to a mere shadow, floating 
+ per cent above the market rate for three month Treasury 
Bills. However, we must respect the Bank of Canada's 
evident determination to avoid even the possibility of a 
modest departure from the collective judgment of the free 
market, 

Fortunately, the chartered banks are not yet 
reduced to the interpreting. of obscure signs and port- 
ents or the reading of entrails to divine Bank of Canada 
policy; although a cynic might suggest that we have 
progressed very little beyond the plight of the noble 
savage watching as in olden times for the occasional smoke 
Signal from the haughty Ottawas, 

G. Arnold Hart - 1960 

The need for what might be termed a lead from the 
central monetary authorities is all the mare apparent by 
reason of the curious method by which the central bank's 
rediscount rate is determined. In other money markets a 
change in the rediscount rate is rightly regarded as a 
matter of the highest significance. It traditionally 
represents a means by which central bank indicates to the 
market its views as to whether credit should become more 
stringent or more plentiful. in Canada, by contrast, 
the rediscount rate, since November 1956, has been 
determined weekly by the expedient of adding a quarter of 
one per cent to the average weekly tender rate for three- 
month treasury bills. In other words, what in other 
money markets is a major monetary indicator that is 
changed infrequently and only in the light of official 


reappraisal of fundamental conditions, is in Canada like 
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a cork that bobs around from week to week..... 
J. Douglas Gibson ~ 1960 
«+s -A clearer indication from the central bank 


to the business community as to the direction of its 
monetary thinking would therefore be helpful in promoting 
more stable financial conditions and perhaps in encourag- 
ing a level of long-term interest rates less restrictive 
to the potential borrower. 

It is often said that we-‘should return to the 
traditional system of having the central: bank formally 
set the Bank Rate from time to time. The automatic 
system has been tried and, whatever stedtuenatta, it rules: 
out the possibility of giving any signal or direction to 
the financial community. "I think on balance it might 
be useful to restore the Bank Rate signal..... 

Quest for Stability 

eseeee Changes in the discount valk} as a symbol 
of Federal Reserve policy, may have important psycholog- 
ieal effects, They reflect the recognition by a group of 
well-informed and responsible officials of a change in 
the credit situation. An increase in the rate indicates 
official concern over credit expansion and points toward 
a tighter credit policy. A decrease may be regarded as 
an indication of an easier credit policy and possibly 
lower interest rates..... | 
Exhibit 31 - J.E. Coyne - 1956 Report 

Finance companies carry on an operation which 
is in all essentials banking, wt are not restrained by 
changes in monetary conditions. They are able to compete 


for deposits through the sale of short-term paper in the 
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money market and to raise funds in securities markets, 
paying any necessary rate of interest for these purposes, 
for increased interest costs do not appear to deter con- 
sumer borrowing. Banks may not charge more than 6 per 
cent interest on loans. Finance companies are not limite 
in this respect and their rates of interest or carrying 
charges range from 1 per cent to 2 per cent per month, 
i.e, 12 per cent to 24 per cent per year, or more. Some 
of the companies are subsidiaries of large foreign 
corporations and can obtain funds directly from them, 
Finance companies are not wecniangata maintain reserves 
nor are they subject to regulation in the way that Sane. 
life insurance companies and some other investment 
 4nstitutions: are. 

ee. While consumer credit may be a useful 
adjunct of modern merchandising, large fluctuations in 
the volume of such credit make it a de-stabilizing factor 
working against the stabilizing efforts of fiscal and 
monetary policy. The existence of what amounts to a 
rival banking system, competing for deposits and short- 
term funds in order to make short-term loans to finance 
consumption.....without supervision or regulation, and: 
out of step with the trend of credit policy in the regula 
banking system, can be a definite handicap to monetary 
policy during a boom..... 
James Muir - 1957. 

The second source of additional inflationary 
pressure is the result of the growth of non-bank 
respositories of funds. Some of these are subject to 


governmental regulation or control, but not by our 
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| monetary authorities and not for purposes appropriate to 
monetary policy. | Hy 

The curtailment of bank credit may have little 
direct effect on the supply of funds from non-bank 
ree: Bven those ito teens such as the finance 
JERSE foe! with traditionally large bank loans, have 
alternative sources of funds, and these sources become 
more significant as the non-bank sector of the business 
community increases in REMOTE as a repository of 
| liquid funds. a 

It would seem therefore, to be at least open 
to doubt whether the LL SEP NERS a, techniques 
available to our monetary authorities are sufficiently 
wide’ ad scope to deal with mer henGere At ae ae Oe credit 
 eontrol, The classical weapon -- upward movement of 
P hubrest rates, largely through ebanbroial banks -- may 
by itself prove an iapitibnt policy. The "bite" applied 
can sieze upon an insufficiently large segment of the 


whole money and credit system. Over the years, such an 


abundance of other forms of credit ereation has arisen 
that the over-all supply of eredit may move in a‘ direction} 
| completely opposite to that which official monetary policy; 
is trying to induce, qt ay be taking too positive a 
view of a distant scene, but it would at least appear 

that, in order to be fair and in order to achieve the best} 
| results, our monetary and credit control may have to. 


embrace a wider area of our financial world than it now 


James Muir - 1960. 


The implication of this ambiguity for policy is , 
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simply this, that_ monetary control is inhibited and may 
at Gimes be ineffective, as well as inequitable, in 
Beet ie the money supply in this broader sense. 
Rather than extend the range of specific government 
regulation, it might be worthwhile to require that these 


lenders (who, in effect, do a banking business so far as 


the total supply of money and credit is concerned) should, 
like the chartered banks,be subject to appropriate POE | 
or other, reserve requirements, 7 
Exhibit 32. G.F. Towers - 1936 Report. 

I believe that it was a wise move on the part 
4 of the leading Canadian Stock Exchanges to raise gay om 
requirements during 1936, and I feel sure that they will 
have the co-operation of other lenders if -- as may well 
be the case -- further increases become necessary. 
G.F. Towers - EC Commons , 1944 

{ think it was in 1936 -- although I am speakin 
from m@mory -- that it seemed to us that the very active 
and rising stock markets which were in existence at that 
time were tending to go. .:: a shade too far in their use 
of increased credit, So that we did speak to the 
committees of the stock exchanges and also to the banks, 
and suggested that the percentage of margin requirements 
should be raised. That was a matter of suggestion and 
persuasion; but it did not take anything very much in 
that way, because I think that the banks and the 
committees of the stock exchanges agreed that would.be a 
wise move, and it was done. 
Rxhibit 33. GH. Towers - 1946 Report 


In the case of Canada where the chartered banks 
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carry on both savings and commercial banking under one 
roof, an agreement was made with the government early in 
1946 recognizing the link between savings deposits and 
holdings of market issues of government securities, The 
banks agreed that their investments in Dominion government 
direct and guaranteed issues (other than Treasury Bills, 
Deposit Certificates and Treasury Notes) would not average 
more than 90 per cent of the amount of their Canadian 
personal savings deposits, The banks also agreed that 
their earnings on such bonds should not exceed the cost o 
operating their savings business by more than a moderate 
profit margin. 

Exhibit 34, G.F. Towers - 1948 Report. 

Before 1945, chartered banks seldom financed 
business capital expenditures through medium or long term 
loans, In the post-war period, however, bhi bensuntetee 
banks extended a substantial amount of capital assistance 
to business through the purchase of corporate securities, 
particularly in 1947. Early in 1948 it became apparent 
that business intended to make even larger capital 
expenditures and that this might mean increased pressure 
on available labour and materiais. Accordingly, the Bank 
in February 1948 suggested to the chartered banks that 
conditions prevailing at that time made it undesirable fo 
eapital expenditures to be financed through expansion of 
bank credit. We suggested that it would be preferable 
for borrowers to obtain such funds by the sale of 
securities to the public, except in the case of those 
borrowers, mainly small concerns, for whom a public issue 


would not be an appropriate means of financing. 
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Exhibit 35. G.F. Towers - 1951 Report 

Meetings with representatives of the chartered 
banks during February 1951 to discuss the situation found 
the banks in agreement with the suggestion that further 
expansion in total bank credit was undesirable under 
existing conditions. To prevent such a development the 
banks undertook a more rigorous serutiny of applications 
for credit with a view to curtailing advances for less 
essential purposes and to encourage borrowers to go to 
the security market or elsewhere for their capital require- 
ments. 

Exhibit 36. J.E. Coyne - 1955 Report. 

Historically, in their role as commercial 
bankers, the chartered banks have not made a practice of 
term lending, that is, making loans to business corporat- 
ions where the time of payment is deferred beyond that 
of ordinary bank loans, or purchasing a security issue 
negotiated directly with the customer as distinct from 
buying a publicly issued security in the market. In 
recent years, however, term lending has appeared in three 
distinct periods, with little such lending taking place 
in the intervals between. On each occasion the Bank of 
Canada has felt it necessary to propose and the banks 
have agreed to a cessation of most forms of term lending. 
The first occasion was from January 1948 to February 1949, 
The second occasior. was from February 1951 to May 1952, 
this time in conjunction with a general ceiling on all 
forms of bank loans, The third such occasion came during 


1955. 


In September I discussed with the banks the 
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rapid increase which appeared to be taking place in their 
term lending to corporations. In order that both the Ban 
of Canada and the chartered banks would be in a better 
position to appraise the situation, a weekly report from 
each bank of the amount of its forward commitments in 
respect of term lending....was instituted..... At the 
end of November it was agreed that all banks would in 
general cease making new commitments for term lending. 

The agreement to refrain from term lending, as 
defined, does not prevent the banks from extending 
temporary credit to their customers for capital develop- 
ment programmes...... 

Exhibit 37. J.B. Coyne - 1956 Report 

Another step taken by the Bank with a view to 
reducing if possible outstanding anomalies was in 
connection with stock market credit required for margin 
trading. Inereases in the amount of credit used for this 
diode in the United States had prompted the Federal 
Reserve Board to exercise its powers to increase margin 
requirements from the previous level of 50 per cent, to 
60 per cent in January 1955 and 70 per cent in April 1955, 
a@ requirement which is still in force. As a result, the 
total volume of credit used for stock market trading did 
not significantly increase in the United States after 
April 1955. In Canada, on the other hand, the volume 
of credit so used had approximately doubled between March 
1955 and July 1956. The general margin requirement 
according to the rules of the stock exchanges in Canada is 


50 percent. The Bank of Canada has no power to impose 


or alter margin requirements, The Bank did, however, have 
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a atensston with members of the governing bodies of the 
Montreal, Canadian and Toronto Stock Exchanges, in the 
course of which general agreement was expressed that it 
would be undesirable for the volume of credit used in 
stock trading to increase any further under present 
condit ionsww. 
Exhibit 38. J.E. Coyne - 1956 Report 

Again, it became apparent during 1956 that the 
volume of consumer eater particularly in the form of 
instalment finance, was expanding more rapidly than other 
forms of credit, such as ordinary bank loans, and was 
continuing to expand rapidly in the latter part of the 
year after bank credit had more or less levelled off. 
The Bank held discussions with representatives of the 
major instalment finance companies with a view to seeing 
whether some voluntary agreement could be reached among 
the leaders of the industry to prevent any further 
Significant increase in the total volume of credit of 
this character, It turned out that agreement of all 
concerned could not be reached......The Bank also had an 
informal discussion with representatives of the major 
department stores and chain stores engaged in selling 
consumers! durable goods on credit, many of which do 
their own financing but also depend on occasion upon funds 
provided by the instalment finance companies, These 
representatives expressed the view that in their business 
credit terms had not been relaxed, and no agreement was 
reached with respect to restraining further increase in 
the volume of consumer credit extended through these 


outlets... 
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Exhibit 39, J.B. Coyne - 1957 Report 

In the early months of 1957 the chartered banks 
had virtually withdrawn from the field of insured 
residential mortgage lending..... 

In discussing this situation with the chartered 
banks I expressed the view that they should maintain 
continuity in mortgage lending as an important field of 
investment for savings entrusted to them, At a meeting 
in March the banks agreed to resume operations in this 
field on much the same scale as in 1956......Bank of 
Canada indicated that the total resources of the banks as 
a “= could be expected to increase during 1957 by an 
amount at least great enough to take care of their 
disbursements on mortgage loans in that year, so that it 
would not be necessary for the banks to dispose of other 
assets in order to maintain a flow of funds for insured 
housing loans. 

Exhibit 40. J.E. Coyne - 1956 Report 

Long term investments made from and limited by 
funds accruing from the growth of savings deposits are in 
quite a different category from credit expansion in the 
form of current or demand loans to businesses and 
individuals, which may reach excessive proportions....the 
finaneing of such credit expansion through the use of 
funds arising from savings deposits, both directly and fro 
the salie of Government bonds in which savings deposits 
previously received had been invested, has been one of 
the less predictable and less stable features of monetary 
developments over the past two years......in Canada this 


has been more noticeable perhaps than elsewhere because of 
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the extent to which commercial banking functions and 
savings banking functions are intermingled in the 
operations of the chartered banks. Over 8O per cent of 
total personal savings deposits in Canada are held with 
the chartered banks, and the pattern of investment of 
such deposits has varied widely at different times. The 
banks may under conditions of inflationary pressure 
expand their commercial and general loans and other forms 
of short-term credit from such Saude: which in other 
times would go into long-term investments....the avail- 
ability for commercial and general loans of funds that 
can be obtained by the banks by selling in large volume 
the Government securities in which a considerable pro- 
portion of their savings deposits had previously been 
invested. By this means, the greater part of the 
resources. of the banks' savings departments have been 
available as required from time to time to augment the 
aed resources of the banks! commercial banking 
departments when the demand for commercial loans has been 
particularly sgreate..s.. 
Exhibit 41. J.E. Coyne - 1959 Report 

By April the banks were becoming concerned 
about the rate of growth in their loans. On May 14 
following a series of meetings the President of the 
Canadian Bankers! Association issued a public statement 
saying that the banks intended to exercise the utmost 
care in the handling of their credit facilities, in order 
to avoid any significant further increase in the over- 
ail total of bank loans, and that within these limitationg, 


a special attempt would be made to look after the 
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essential credit needs of small borrowers. 

At the annual meeting of the Canadian Bankers! 
Association on June 12, 1959, the President in his 
published address re-affirmed the statement of May 14. 

alae ensued on the banks experienced great 
difficulty in bringing their loans under control...... 
Exhibit 42, Hon. D.M. Fleming - House of Commons, 1962, 

oeoeetnere has been no change in policy. After 
Mr. Rasminsky had taken over his duties last summer as 
governor of the bank he met with representatives of a 
number of leading investment houses in Canada and propose 
to them that for the time being it would be desirable tha 
they should not. undertake financing in the United States 
market, with the opportunities that existed in Canada 
for that purpose, It was expected that this would be for 
a temporary period and, in view of the governor, that 
period has now been coneluded. All he did was to inform 
the financial houses that he would no longer ask them, as 
I am informed, to refrain from doing financing in the 
United States market if they thought it proper to do so, 
but he has not suggested to them that they should do so. 
Exhibit. 43, Macmillan Report 

235. We are now in a position to sum up our 
general views on the question of a central banking 
institution for Canada. We should perhaps sound a note 
of warning as to the degree to which such an institution 
could fulfil all the expectations that the public mind 
might attach to it. A central bank could not cure all 
the economic ills of Canada; it would not be a source of 


unlimited credit for all borrowers on all occasions; 
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indeed its operations might as often be restrictive as 
expansive, 
G.F. Towers - House of Commons, 1939, 

No amount of monetary expansion can hope to 
restore a high level of real national income in Canada 
during a period when there is a major decline....in the 
demand for our goods in foreign markets.,...it cannot 
create an important demand for goods which we would 
normally export nor can it....create new industries to 
absorb man-power.....from depressed export industries.... 
G.F. Towers - House of Commons, 1954. 

oeeeel certainly would not suggest that 
monetary policy, or indeed the best of fiscal policies, 
are all that is needed to ensure a prosperous country. I 
think they can help. But I do not think,the two things 
can in any way be completely divorced, In other words, I 
think that they are a team which has to be driven in 
double harness, A monetary policy which is striving to 
counteract inflation will be defeated by a fiscal policy 
which is highly inflationary......While there could be 
variation in one or the other, depending upon the general 
situation, they must be generally non-contradictory...... 
if you have a country in which the fiscal policy is 
extremely inflationary, then the central bank cannot 
prevent the resultant extremes...... 

J.E. Coyne - 1956 Report 

It is doubtful if monetary policy can be 
expected by any reasonable degree of severity in its 
application to prevent price inflation entirely in the 


fact of pressures of the nature and degree experienced 
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last year in Canada and in many other countries.....Since 
it is the duty of the central bank to resist excessive 
tendencies towards either inflation or deflation in the 
economy, it has sometimes been described as being require 
to "lean against the wind", Perhaps a more accurate 
description would be to say that in seeking to act as a 
stabilizing factor in relation to the total rate of 
spending in the economy, the job of the central bank is 
to yield somewhat to the wind but offer increasing 
resistance... While ‘the ‘central bank can influence ‘the 
quantity of money (currency and bank deposits), there is 
no fixed relationship between the quantity of money and 
the rate of spending. At any given moment a varying 
proportion of the money supply is inactive, lying in 
dormant deposits, but capable of being activated if 
sufficient incentive is offered. Rising interest rates 
and stele di tac by would-be borrowers cause the 
owners of previously inactive deposits to lend them to 
those who want to make capital expenditures, or other 
expenditures,....The maintenance of orderly conditions 
in financial markets, and the avoidance of a serious 
disruption of the fiow of funds from savings to investment, 
is a responsibility of a central bank, both in the 
interests of economic growth and in the interests of 
government finance and the government securities market 
through which (by buying or selling securities) the 
central bank is able tc reguiate the money supply. 
J.B. Coyne - 1957 Report 

There are limits to the role of monetary policy 


in any free economy, and this applies with particular 
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force to a country so dependent upon foreign trade as 
Canada. We must view the changing economic conditions 

in our economy in the context of the vicissitudes of our 
great trading partners.....Many of the investment decisions 
with regard to resource development in Canada are made 

by non-resident investors. Much depends on the degree of 
business optimism outside our borders as well as within 
Canada.....-But this does not absolve us from the 
necessity of having a monetary policy of our i: in orde 
to minimize the adverse effects of developments abroad 
and to inhibit the growth of unfavourable fluctuations 

of domestic origin. 

Louis Rasminsky - July 31, 1961, Statement 

Too much reliance on monetary policy either as 

a restraining or a stimulating factor would, however, lea 
to unsatisfactory self-defeating results, if one were 

to try to control the excesses of a boom period through 
monetary policy without adequate support from appropriate 
fiscal, dept management and other economic policies of 
Government, one would run the risk of creating great 
strains in the financial system in the form of intolerabl 
high interest rates and disorganization in capital marketg, 
On the other hand, the precise part that monetary policy 
can appropriately play in stimulating economic expansion 
is necessarily influenced by the part being played by the 
coneurrent fiscal, debt management and other economic 
policies of Government, The central bank has an 
important part to play in influencing the trend of 
interest rates in a direction appropriate to the economic 


situation. But an attempt on its part to impose a level 
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of interest rates which appeared unrealistic to the 
market would impair confidence in the value of the 
currency and present a serious obstacle to the orderly 
flow of funds through the capital market, 
Louis Rasminsky - 1961 Report 

Good economic performance depends both on 
financial policies and on the basic elements of economic 
efficiency -- a well-trained, energetic and adaptable 
working population, dynamic business saci iis the 
imaginative application of modern technology, good 
marketing practices, and perhaps above all the deter- 
mination to be competitive. These basic factors need 
an environment of appropriate financial policies if they 
are to make their maximum contribution to the achievement 
of our economic goals. But if the basic factors them- 
selves are missing, their absence cannot be adequately 
compensated by variations in the cost and availability of 
eredit, or by variations in the foreign exchange rate, or 
indeed by any kind of purely financial management, 
Quest for Stability 

eocoeeeethne Federal Rserve is limited in what it 
can accomplish through influencing the money flow. In 
the first place, the System can influence only one of the 
two determinants of the flow of money expenditures -- 
the quantity of money but not its velocity of circulation. 
Second, the instruments available to the System are more 
effective in cre a boom than in promoting recovery 
from a depression. Inflation can be checked by limiting 
the money supply, but expansion can only be encouraged 


during depression by making more reserves available. It 
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is more effective "to pull on a string than to push"; 
nevertheless, by providing banks with an amply supply of 
reserves and putting a plentiful supply of funds in the 
market, the System can at least cushion a decline.....If 
labour and other organized groups exert enough pressure 
to force money incomes up faster than the increase in 
productivity, monetary and fiscal authorities may be con- 
fronted with choosing between two alternatives -- an 
expansion in the money supply to support higher costs and 
rising prices, or unemployment. Thus monetary and fisca 
policies, no matter how well conceived and expertly 
executed, may not be able to maintain stability in the 
face of inappropriate wage and other income policies. 

W. McC. Martin - 1961 Speech 

The Federal Reserve intends now, as in the past, 
to make vigorous use of its monetary powers in order to 
contribute to the attainment of conditions conducive to 
&@ productive, actively employed, steadily growing economy 
with relatively stable prices. 

But clearly those conditions cannot be provided 
by monetary policy alone. Help is needed, especially in 
directly attacking some of the problems of unemployment 
that cannot reasonably be solved by credit measures. 
Without such help, we might find at some point that the 
plague of unemployment was still with us, but by then it 
had been compounded by inflation, 

What is needed, in my judgment, is a judicious 
blend of specific actions, well-balanced monetary and 
fiscal policies, and wage-price policies fitting toa 


vigorously competitive market structure...... 
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Neither can we afford to be priced out of the 


market by currency inflation: in our governmental 
processes we must guard against reckless budgetary and 
monetary practices that can undermine the value of our 
currency, and with it undermine our competitive position 
as both sellers and buyers of goods and services through- 
out the world. 
Lord Cobbold - 1961 

"T also accept -- indeed it is a theme which I 
have myself argued for many years past -- that monetary 
policy cannot cure all ills and that it is a great mistak 
to expect it to carry loads which should be carried in 
other fields of government policy." As quoted by 
Honourable Donald M. Fleming in the House of Commons, 
February 21, 1961. 
Exhibit 44, J.E. Coyne -- 1960 Speech 

eooee ln & Serious depression, unemployment is 
of such a magnitude and of such a widespread character 
that general measures of monetary expansion and deficit 
financing may be expected to make a major contribution 
towards encouraging an inerease in production and 
unemployment throughout the country. Of course, no 
great assistance will be derived by industries dependant 
upon export markets from an increase in spending and 
spending power merely within Canada itself. If, however, 
industries producing for the domestic market are also 
suffering from serious and general under-employment -- an 
if this is not due to high costs and inability to compete 
with imports but is a reflection of a low level of 


spending within the country -- it is apparent that genera 


a. 
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measures to increase the ability of people and businesses 
to spend, and to undertake new projects with the aid of 
borrowed money, may have a quite pronounced beneficial 
effect, Such measures can in such circumstances improve 
the rate of activity in industries producing for the 
domestic market, including of course a wide variety of 
service industries as well as goods-producing industries, 
On the other hand, what has not been so widely 
recognized is that if unemployment is not general but 
is ehierly apparent in the ‘export “Industries, or is 
scattered in particular industries or particular 
localities for reasons peculiar to those industries or 
losalities, 2 general increase in money and credit, with 
or without a general degree of deficit spending by 
the governmént, will rot necessarily have any useful 
effect on the particular areas of unemployment in 
question.  Morecever, il at ’such a time industries 
producing for the domestic market are for the most part 
operating at a high level -- or even if they are under- 
employed where the cause is inability to compete with 
imports -- one would expect that a general expansion of 
the money supply and of credit available through the 
banking system, or large scale government deficits, would 
tend to result in increased imports -- that is to say in 
a stimalus to production and employment outside Canada -- 
rather than increased production and employment inside 


Canada, 
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(From Dec. 1961 monthly review of 
Federal Reserve Bank of Kansas 
City.) 
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MUNICIPAL FINANCE 
INTRODUCTION 

Ae The division of responsibility among the 
different levels of government in Ganada is most complex, 
Responsibility for matters primarily affecting only local 
residents forms the basis for the existence, and the 
delineation of authority, of the Canadian municipality. 
Such matters include protection to persons and property, 
local public works, sanitation, health and welfare, and 
recreation. While education is considered to be a 
provineial responsibility, the provision of educational 
facilities and teachers is treated as a local responsibility, 
to be supported in part, or entirely, by local resources, 
In order to earry out these responsibilities the 
municipality possesses the power to borrow capital funds 
for the provision of the necessary capital works, 

2% However, the Canadian municipality owes it 
existence and its authority to the province in which it 
is situated, Consequently, the provinces can and do 
exercise considerable control over their municipalities 
and accept substantial responsibility for their welfare, 
The provinces differ somewhat in their views as to the 
extent to which provincial authority and responsibility 
should be exereised, with the result that varying degrees 
of municipal autonomy and provincial assistance exist 
aeross Canada. 

3% The municipality's special sphere of 
operations has created unique financing operations and 
market characteristics for municipal obligations which 


make it desirable to consider municipal capital financing 
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separately from provincial finance. Comment on its 


various aspects has been divided as follows: 


= Sourees of Capital 

Ree Sale of New Debenture Issues by 
the Municipality 

Bae | The Evaluation of Municipal 
Debentures 

IV The Market for Municipal Debentures 

V Marketing Assistance from Senior 
Governments 


I SOURCES OF CAPITAL 

a A municipality has three basic sources of 
capital, namely: current revenues, grants from senior 
governments and proceeds from the sale of its debentures, 
The federal and provincial governments do make capital 
grants for construction costs of certain works including 
hospitals, homes for the aged, some roads and bridges, 
schools, and water and sewer works, but the largest 
souree of capital is the proceeds from the sale of new 
debentures, 

5. The rapid population growth since 1945, as 
well as the trend to higher standards of municipal 
services, has resulted in constantly increasing municipal 
capital requirements. A number of provinces have adopted 
measures to assist municipalities in borrowing for these 
capital funds, ineluding the establishment of provincial 
eorporations to buy municipal debentures with funds 
raised by the sale of the corporations! own provincially 
guaranteed bonds. Such corporations include the Alberta 
Municipal Finaneing Corporation (a) and the Ontario 


Municipal Improvement Corporation (b). The former 
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provides all capital funds required by Alberta 
municipalities at rates in accordance with the cost of 
money borrowed by the Corporation, plus operating costs, 
The latter is designed to provide capital only to those 
municipalities which are not in a position to borrow 
in the market at reasonable rates, 
6. In some provinces, part of the capital 
raised by debenture sales is, in effect, provided by the 
province by means of annual grants of a percentage of 
annual service charges on debentures. This procedure 
helps preserve autonomy and self-reliance, as the 
municipality or school board still has an interest in 
striving for low borrowing costs. Such grants do result 
in lower borrowing costs. This oceurs because the 
percentage of debenture debt supported by grants may be 
excluded from debt to be paid from taxes. In general, 
the lower the tax supported debt, the better the credit 
rating, resulting in lower borrowing costs, 
(a) The Alberta Municipal Financing 
Corporation Act, Chapter 3, Statutes 
of Alberta, 1956. 

(bo) Ontario Municipal Improvement Corporation 
Act. Chapter 263, Revised Statutes of 
Ontario, 1950. 


bE SALE OF NEW DEBENTURE 
ISSUES BY THE MUNICIPALITY 


Hie The traditional method of selling new 
debenture issues has been to eall for tenders from 
investment dealers, It is reasonable to assume that, 


under normal market conditions, an established 
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municipality with a moderate capital borrowing programme 
can achieve the best results by this method. 

8. However, there are many Canadian 
municipalities which are not always in such a fortunate 
position. A municipality with a heavy borrowing 
programme in prospect for several years may be well 
advised tc market its large issues through a fiseal 
agency group, thus assuring broad distribution 
facilities to assist in the successful sale of each 
issue, Municipalities which have adopted the fiscal 
ageney method include the cities of Ottawa, Hamilton 
and Vaneouver and the Municipality of Metropolitan 
Toronto, 

9. A monicipality in a special situation, one 
which needs its story well told, will also benefit from 
the. services of fiscal agents. Sueh a municipality 
might have had past difficulties only recently overcome, 
be newly created, or have changed in character due to 
annexation or rapid urban development. Municipalities 
which have sold debentures through fiscal agents for one 
of these reasons include District of Kitimat, B.C., City 
of Windsor, Ontario, the County of Halifax, N.S. and the 
Township of Toronto, Ontario. 

10. In general, the smailer but well 
administered municipality can afford to try for the 
highest possible price on each issue as it comes along, 
with the knowledge that a poor marketing operation on any 
one issue is unlikely to affect its general credit 
rating or its future issues. 


11. The manner of calling for tenders is 
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worthy of attention. In many instances tender notices 
are despatched to selected lists of dealers, Mahe Hee, in 
most cases where notices have appeared publicly, the 
responses have been more numerous and consequently more 
indicative of market levels, It is suggested that notice 
be published in the official Gazette of the province 
coneerned so that all dealers would have the opportunity 
to submit tenders, Issues should be awarded to the 
tenderer’ whose bid provides capital at the lowest cost, 
provided that the borrower and provincial authorities are 
satisfied with the financial stability of the bidder and 
that the tender is in accordance with the terms and 
conditions contained in the call for tenders, 
III THE EVALUATION OF MUNICIPAL DEBENTURES 

12. The value of @ municipal debenture is 
determined by comparing the features of the issuer with 
those of other municipal borrowers in order to establish 
a relative, worth. Obviously certain basic information 
must be obtained before accurate evaluation can be alte’: 
and many dealers in municipal debentures have declined 
to bid for new issues, at one time or another, simply 
because sufficient information was not made available. 

13. The items usually considered to be most 
important are the amount, quality and diversity of 
assessment, the tax collection record, the weight of debt 
and the debt history. A more detailed list of relevant 
items is contained in Exhibit "A:, appended. While the 
information referred to in this Exhibit is more detailed 
that is necessary in many instance, a good general rule 


is that the more information available, the more 
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satisfactory the sale of debentures is likely to be, 

14, It is usually difficult to compare the 
financial positions of munieipadities in different 
provinces because bases of assessment and municipal 
accounting procedures vary from prokinec to province, and 
sometimes from municipality to municipality in the same | 
province. Most provinces publish some form of annual 
municipal statistics which appear to be standardized for 
their own municipalities at least, Many of these 
publications are far from satisfactory, however, as they 
contain insufficient facts and little information. Steps 
should be taken to rectify this lack of data, 

15. Onee the basic value of a municipal 
debenture is established and an approximate market rate 
arrived at by comparison with other issues, this rate is 
adjusted for the features of the issue itself, These 
features include the term to maturity, redemption clause 
and coupon interest rates, 

IV. THE MARKET FOR MUNICIPAL DEBENTURES 

16. Canadian and American iniegés thlcdtasedie's 8 
are the largest buyers of Canadian municipal debentures 
and slightly over sixty per cent of those outstanding are 
held by this category, The most important Canadian 
institutional purchasers of the shorter maturities are 
chartered banks, trust companies and Quebec financial 
co-operatives (caisses) and of the longer maturities, 
insurance companies and. person funds. 

17. The estimated distribution of municipal 
debenture holdings is given in Exhibit "B", appended, It 


will be noted that some 35 per cent of the debentures hel 
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in Canada are owned by investors other than institutional 
and government accounts, 

18, The annual capital requirements of Canadia 
municipalities are substantial, the estimated $471 millio 
Veeaitewadil in 1961, representing some 46.5 per cent of 
total provineial financing. Exhibit "ce" shows the dolla 
volume of new provincial and municipal issues sold in 
recent years. The dollar volume sold to Canadian 
institutional buyers has depended to some extent on the 
yield spread from provincial bonds. While insurance 
companies do allocate specific amounts of investment 
funds for the purchase of particular classes of securities, 
it has been proven many times that such allocations may 
be adjusted readily when one class appears more or less 
attractive in yield than others. It will be seen from 
the exhibit that substantial amounts of capital have 
been raised in the past through the sale of both 
provincial and municipal issues outside of Canada, This 
form of borrowing has been necessitated by the fact that 
demands on the internal market have been so heavy that 
it would have been difficult for it to completely absorb 
the volume of nev issues. There has been the added 
advantage that in most cases external borrowings have 
been effected at more advantageous rates than were 
available in Canada at the time, However, the imposition 
of a 15 per cent Federal Withholding Tax could increase 
the cost to Canadian borrowers to such an extent as to 
make external borrowing uneconomical, as foreign 
investors require an increase in yield in order to 


compensate them for the loss involved due to the tax, 
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With the large volume of financing facing our municipal- 
ities in the foreseeable future, we recommend that the 
tax be rescinded so that this source of funds will again 
be available to them, 

19, The marketing of municipal debentures is 
more specialized than provincial and many corporate 
securities, One of the reasons for this is the 
preponderance of serial forms of issues. Some 
municipalities have adopted the installment type instead 
of the true serial. In its original form, a twenty year 
installment issue, which is based on equal annual 
installments of principal and interest, comprises twenty 
different maturities with a varying amount of debentures 
in each maturity and at least one debenture in each 
maturity with a par value of an odd number of dollars 
and cents, The maturities comprising an actual debenture 
issue which was marketed in 1960 are shown in Exhibit 
AE It is difficult to sell serial issues to the 
general public because of the problems in merchandising 
so many different maturities, frequently at different 
dollar prices. Many investors dislike the bookkeeping 
and handling problems involved in a multi-maturity 
investment, 

20, Institutional investors and private 
individuals form the two groups that purchase municipal 
and school debentures, The former may be divided into 
two categories, the chartered banks, trust companies and 
Quebec financial co-operatives forming one and insurance 
companies, pension funds and various government accounts 


the other, The first category usually prefers short term 
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serials maturing not later than ten years, although there 
are times when they may stop at earlier maturities. On 
the other hand while insurance companies and pension 
funds may prefer long term non-callable sinking fund 
debentures, they do buy long term serials, The require- 
ments of individuals vary from person to person, This 
leads us to believe that issues containing serial 
maturities in the early years as well as a long term 
sinking fund maturity or maturities should satisfy the 
requirements of the various types of investors. In 
following this method, it should be possible to vary the 
maturity dates of the serial and sinking fund debentures 
in aecordance with changing market conditions. 

21. It is usually difficult to maintain active 
secondary markets for debentures of smaller borrowers, 
The operations of sinking funds would certainly create 
some demand for the outstanding debentures of these 
borrowers, 

It will be helpful if sinking funds whieh are 
established against specific issues are not restricted to 
the purchases of debentures of those same issues but 
would be open to any debentures of the borrower, With the 
exception of larger municipalities, sinking funds should 
be supervised by the appropriate provincial authorities 
in order to provide knowledgeable assistance. 

22. There are two federal requirements at 
present which tend to restrict the market for municipal 
and school board debentures to some extent. For the 
purpose of annual portfolio evaluation by Canadian Life 


insurance companies, the Department of Insurance allows 
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the evaluation of federal and provincial okiigations, 
both direct and guaranteed, to be the companies! amortize 
book values, Honavess this method is not accepted for 
municipal securities, This tends to make such obligation 
relatively more attractive than municipal obligations to 
life insurance companies than would otherwise be the 

case, Consideration should be given to allowing 
insurance companies to evaluate municipal debentures in 

a like manner, 

23. The Department of Insurance in Ottawa 
requires non-resident insurance companies to deposit, 
with it, acceptable bonds and debentures as security for 
these companies” Canadian policy holders, Municipal 
debentures are acceptable for this purpose but school 
debentures are not eligible for deposit unless they 
bear a provineial or municipal guarantee, The acceptance 
of school debentures for deposit would benefit the market 
for these securities, 

24, There is a strong feeling among many 
municipal officials that the issuance of tax-exempt 
deben “ures in Canada, similar to those issued by United 
States borrowers, would result in substantially lower 
debt service charges to Canadian issuers, At first glance 
this appears to be the case, but further study proves it 
to be doubtful. For instance pension funds, large buyers 
of municipal securities, would derive no benefit whatever 
from the exemption so that they would be lost to the 
market, Taxation of chartered banks and insurance 
companies is not based solely on investment income, so 


that the exemption might have little appeal to them and 
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their purchases could decrease, This would result in 
upper bracket taxable accounts being the principal source 
of capital available to municipalities and the volume tha 
might be generated from this source might not be 
substantial. It is possible that a few tax-exempt issues 
might be successfully sold, but it would not take long 
for the yields on tax-exempts to increase so as to almost 
coincide with those on taxable securities, For these 
reasons we recommend that tax-exempt status not be given 
to municipal debentures, Recent experience in the United 
States tends to support this conelusion as is indicated 
by the appended quotation from an article "Should the 
Income Tax be Overhauled?" in the December 1961 Monthly 
Review, issued by The Federal Reserve Bank of Kansas 

City (Exhibit "EH" /ys 


V MARKETING ASSISTANCE BY PROVINCIAL 
GOVERNMENTS 


25. The various provinces assist their 
municipalities in one way or another to sell debentures, 
The simplest form of assistance, one which has proven 
very effective, is to require municipalities to provide 
information about their history, economic and financial 
eondition, and details of the proposed issues, The 
information is included in standard information forms 
which are made available to prospective bidders. In some 
instances the provinces issue calis for tenders incorp- 
orating this information. 

26. Another effective device is being used by 
some of the provinces in assisting in the marketing of 


school debentures, These provinces remit agreed upon 
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grants to the paying agents for the debentures with the 
proviso that the funds are to be used in the servicing of 
the debt in the years in which the grants are received. 
This improvement in the security of school debentures 

has resulted in borrowing costs being substantially lower 
than otherwise would have been the case, However, we 
recommend when grants are not statutory that they be made 
so rather than continuing the present practice of 
requisitioning the amounts annually. In addition to 
this their description in the texts of the debentures 
secured by them should assist in a wider acceptance of 
this type of investment. 

27. In some provinces assistance has been 
offered to the underwriter, rather than directly to the 
municipality, by purchases by provincial accounts of 
some part of each issue, In some cases the purchasing 
intentions of these accounts are made known to dealers 
prior to the sale of the debentures, In other instances 
the province has made known its policy of assistance by 
government account purchases in the event that the issue 
is not successfully marketed within a reasonable time. 
This policy has had the double effect of increasing 
dealer confidence in underwriting municipal issues and 
of avoiding the adverse effects that unsold issues have o 
the new issues of adjacent and similar municipalities, 

28. Probably the most effective form of 
provineial marketing assistance has been the provincial 
guarantee of principal and interest payments. All 
provinces have resorted to this device at one time or 


another and it is undoubtedly of major assistance in 
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marketing issues of little know or low rated 


municipalities and school-boards. 


MUNICIPAL FINANCE, RECOMMENDATIONS FOR 
THE I.D.A.C. BRIEF 


Pi. sec a) We recommend that life insurance companies 
Page 7 
be permitted to evaluate their holdings 


of municipal securities at the amortized 
book values following the same practice as 
for federal and provincial obligations. 
PO ees b) We recommend that the Federal Department 
page 7 
of Insurance accept sehool debentures for 
deposit by non-resident insurance companies, 
Pr. 24, ¢) We recommend that the tax status of 
page 8 
Exhibit interest payments on municipal debentures 
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remain unchanged, 
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EXHIBIT "A" 
Evaluation of Municipal Debentures 


Factors Affecting a Municipality's Credit Rating 


General 
1 Geographical location 
ey Physical appearance, size (acreage ) 
Se Economy - a) type - agricultural, industrial 
ete, 
- b) extent and wealth of marketing 
area 
- ¢) quality of housing 
4, Condition and extent of municipal facilities 
- a) water service 
- b) sewer service and treatment 
-- ¢) roads, sidewalks, bridges 
Bs Extent of control over development 
- a) zoning by law 
- b) in rural or semi-rural, method 
of controlling urban growth 
6, Management | 


~ ability of council and political 
climate 


- ability of appointed officers 
Statistical Statistics for at least the past five 
years are examined so that trends may be 
detected, 
ie Population 
~ a) total 
- b) rate payers 
BS Assessment 


- a) residential, commercial and 
industrial categories 


- b) per capita 
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Exhibit "A" - continued 


- c¢) relationship to current market 
values 


- d) exemptions 
Current Operations 


- a) accuracy of budgeting as evidenced 
by annual surpluses or deficits 
and outstanding temporary loans 


- b) ability of taxpayers to pay and 
the municipality to collect taxes 
as shown by current and total tax 
collections as a percentage of 
eurrent levy and total outstanding 
tax arrears as a percentage of 
current levy and per capita, - 
Explanation of arrears, if ° 
unduly high, such as date tax 
bills are sent out, 


- ¢) reserves against tax arrears 
and breakdown of arrears into 
years in which they occurred. 


Debt 
- a) breakdown: self-supporting 
local improvements 
general service debt 
- b) ability to pay off debenture debt 
as indicated by the relationship 
of debt repayable from taxation 
to population and assessment and 
by the percentage that annual 
debt charges are of annual current 


revenues, 


- ¢) Willingness to pay as indicated 
by debt history. 


- 4d) forecast of future borrowing. 
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FEDERAL RESERVE BANK OF KANSAS CITY 
MONTHLY REVIEW 
December 1961 
Should the Income Tax be Overhauled? 

Taxing State and Local Interest 

A clear-cut example of the economic effects of 
favoured tax status is found in the market for state and 
local securities, Because interest paid on these 
securities is exempt from the Federal income tax, 
investors are willing to buy state and local bonds as 
lower yields than those available on other securities.,.. 
The preference of investors for tax-exempt bonds has 
made it possible for state and local governments to borrow 
at rates substantially below rates paid by other 
borrowers, However, as state and local government 
borrowing has mushroomed over the postwar period, the 
demand of high bracket taxpayers for tax-exempt 
securities has tended to become satiated. It has thus 
become increasingly necessary for nontaxable bonds to 
carry yields that make them appealing to investors in 
lower tax brackets. In consequence, the rate advantage 
for state and local issues has diminished considerably in 
recent years, while the advantage of investing in tax- 
exempt issues has been enhanced for people in higher 
tax brackets, | 

In 1946, tax-exempt issues rated Aaa sold at 
yields less than one half as high as those on corporate 
securities of comparable quality, The subsequent 
heavy volume of municipal offerings has progressively 


reduced this differential, Last: year, for example, Aaa- 
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rated state and local issues sold at rates nearly three 
fourths as high as those on comparable corporate issues. 
It was thus possible for investors in the highest 
prackets to find substantial shelter from tax progression 
A taxpayer in the highest (91 per cent) bracket could 
realize a tax-free return of $32,600 per year on a $1 
million investment in Aaa-rated state and local bonds 
at the average rate available in 1960. He could Mate, 
after tax, only about $4,000 annually from an equal 
investment in Aaa-rated corporate issues at the average 
rate for 1960. 

Not only does this state of affairs provide an 
unwarranted haven from tax progression, it is often 
argued, but it also encourages investment in rather 
safe securities by those who are in the best position to 
finance riskier private undertakings, the income from 
which is taxable, 

Tax exemptions of state and local interest 
payments has often been defended on the ground that it 
subsidizes desirable spending programs by reducing the 
borrowing costs of lower levels of government. However, 
the postwar decline of the differential between tax- 
exempt bonds and taxable issues has called into serious 
question the efficiency of the tax exemption feature as 
a subsidy for state and local borrowing. Taxpayers in 
high brackets save in taxes (and the Federal Government 


thereby loses in revenue) an amount far in excess of 


the saving of interest costs to lower levels of government 
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APPENDIX "E" 
Part I - Corporation Finance 
Part II - Legislation. 
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CORPORATION FINANCE 

ey A discussion of corporation finance should 
logically begin with an examination of companies them- 
selves -- how they have pee str how kc pi Om has been 
used in the expansion of corporate enterprise and how 
this expansion has been financed. It is unfortunate that 
no one set of figures exists that permits a definitive 
analysis of changes in the structure of Canadian 
corporate finance, There are, however, statistics 
published by various authorities from which conelusions 
can be drawn that in general are probably fairly 
accurate, 

an The most comprehensive of these are the 
taxation data published by the Department of National 
reverie, the latest of which relate to the year 1959. 
During the ten years 1949-59 the number of fully 
tabulated companies in Canada rose from 35,706 to 
86,996; their assets, net of depreciation and depletion 
writeoffs, grew threefold from $21 billion to $63 billion. 
The following is a summary of the source and application 
of funds of Canadian business over this ten year period, 


as derived from the Taxation Statistics, 
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TABLE I 


Souree and Application of Funds of Canadian 
Business 1949-59 


Application (S billions ) 
Increase in net working capital 10,0 
Increase in gross fixed assets 23.4 


Net investment in subsidiaries and 
affiliates OF i) 


Inerease in other assets 2.2 
Total applications 43.1 


sources 
Depreciation, depletion, etc, ‘ehviyg 
Retained earnings and other surplus Eo 
Total internal sources 20.9 
Other liabilities 6.8 
Debt oye 
Equity (preferred and common stock) 8.5 
43.1 


"Other liabilities" include loans due to affiliated 
companies, liabil ity reserves (ineluding deferred taxes) 
and deferred income. 
Z- Four important reservations apply to these 
figures: 
1) The increase in fixed assets and in 
depreciation is after sales of fixed assets, 
for which figures are not published, other 
data published in the taxation statistics 
show total capital expenditures by tabulated 
companies from 1950-59 as $26.4 billions. 


Capital cost allowances claimed for tax 
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purposes amounted to $14.8 billions, or 
56.2 per eent of this amount while retained 
earnings were a further $7.6 billions, or 
28.3 per cent. Cash dividends paid added 
up to $10.5 billions out of net profits of 
$18 billions, an average pay-out of 60 per 
cent, 

2) The increase in surplus includes capital 
surplus, part of whieh would consist of 
proceeds from sale of stoek in excess of 
par value, 

3) The inerease in common and preferred 
stock would include capitalization of 
earnings by way of stock dividends, 

4) There is a certain amount of "double 
counting" because of the inclusion of all 
holding companies and their subsidiaries, 
For example, the full balmee sheet of 
Aluminum Ltd, is included as well as the 
full balance sheet of the Aluminum Company 
of Canada, The "net investment in 
subsidiaries and affiliates" of $7.5 billion 
can be related to the increase in "other 
liabilities" of $6.8 billion and the rise 
in equity of $8.5 billion. 

5) The companies inelude wholly owned 
subsidiaries of foreign coneerns, whose 
financial requirements have, in large 
measure, been supplied by non-residents, 


The pattern of financing may well differ 
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from that of domestic companies. 

iY, Subject to these qualifications the table 
indicates that 38 per cent of the total application 
of funds was derived from the issuance of long-term 
debt and equity securities, this proportion being fairly 
evenly divided between the two, 

i, A further qualification, however, is that 
arising from changes in the relative importance of 
certain types of business. For example, the group 
comprising finance, insurance and real estate (which 
does not include the chartered banks and insurance 
companies as these are not tabulated) has grown at an 
above average rate and in 1959 possessed approximately a 
quarter of the total assets of all fully tabulated 
companies, This group accounted for half of the net 
investment in subsidiary and affiliated companies over 
the ten year period, for 42 per cent of the increase in 
net working capital and 37 per cent of the increase in 
debt. Debt represents a higher proportion of 
eapitalization for these companies than for business in 
general, This applies also to utilities, for which there 
has been @ considerable amount of debt financing in the 
past five years, partly in connection with the 
establishment of new natural gas transmission and 
distribution companies. 

6, It is therefore informative to look 
briefly at that important and reasonably consistent 
group of companies engaged primarily in manufacturing. 
Here, of the total applications of $14.1 billion over 


the period 1949-59, 60 per cent was derived from 
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internally generated funds, 13.5 per cent from "other 
liabilities", 12 per cent from the issuance of debt and 


14,5 per eent from ccmmon and preferred stock, 


TABLE I1 
Application ($ billions) 
Increase in net working capital 2.9 
Increase in gross fixed assets 9.1 


Net investment in subsidiaries and 
affiliates 1.9 


Inerease in other assets he 


Total applications 14.1 


Sources 
Depreciation, depletion, etc. 4.1 
Retained earnings and other surplus 4.3 
Total internal sources 8.4 
Other liabilities 1.9 
Debt By 6 
Equity (preferred and common stock) 2.4 
aise 


‘tee From the more detailed data published on 
manufacturing in the Taxation Statistics it is interesting 
to note that capital expenditures over the ten year 
period amounted to $11 billion - nearly $2 billion more 
than the net increase in fixed assets as shown in the 
balance sheets - while capital cost allowances claimed for| 
tax purposes totalled $6.7 billion - $2.6 billion more 
than the increase in depreciation reserves shown in the 
balance sheets. In effect, capital cost allowances were 


equivalent to 60 per cent of capital outlays during the 
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a Reflecting the important contribution of 
internally generated funds, there has been very little 
weakening in the financial structure of manufacturing 
companies over the period under review, The working 
capital ratio, which was 3 in 1949, was 2.75 in 1959; net 
tangible assets were 8,5 times debt compared with 6 times 
in 1959; and debt constituted 12 per cent of capitalization 
as against 17 per cent. 

9. Nevertheless, the trend towards a higher 
proportion of debt in the structure of capitalization is 
apparent, The reasons, too, are obvious. In some cases, 
particularly with smaller companies, there is a desire 
not to dilute ownership of the company. The leverage 
benefits to common shareholders when earnings are on a 
generally rising trend, and when return on investment is 
greater than the cost of servicing debt, favour the 
issuance of debt within the limits imposed by financial 
soundness, There are generally accepted rules of thumb 
in the financial community, developed through experience 
and which are usually incorporated as covenants in trust 
deeds, that set these limits, They naturally vary from 
industry to industry, but in general it can be said 
that for manufacturing companies it is not considered 
desirable for debt to represent more than 40 per cent of 
total capitalization, while for utilities the proportion 
should not generally exceed 60 per cent (although in 
certain special cases it could with safety be higher). 
Similarly interest charges in most eases should be 


covered at least 3°to 5 times by earnings after 
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depreciation, but for utilities, because of the greater 
stability of earnings, a 2 to 24 times coverage may be 
sufficient, 

10. Aside from the factor of leverage there is 
the further element of cost. Since interest payments may 
be deducted from corporate income for tax purposes, 
whereas dividends are Row. the cost of issuing debt has 
been noticeably lower throughout the postwar period 
than the cost of raising funds through the issue of 
preferred or common stock. The higher the rate of 
corporate income tax, the greater is the cost different- 
ni a In the late 1920's, for example, taxes amounted 
to only 10 per cent or iess of corporate profits, and 
With the difference between bond and stock yields at 
that time it was cheaper to issue common stock (although 
this did not prevent extensive debt financing). Today 
the tax rate is 50 per cent to 53 per cent, and a 
company can afford to pay interest at the rate of 8 per 
cent before the net cost exceeds a dividend rate on 
shares of 4 per cent, Should the tax rate fall to 40 
per cent, then an interest rate of 6.7 per cent would be 
equivalent to a divident rate of 4 per cent, It would 
be easier to justify the issuance of stock under such 
eonditions. 

11. There has been a pronounced tendency over 
the years for the corporate income tax rate to creep 
upward, The ramifications of this are many and varied, 
but the incentive it provides for unsound corporate 
financing is one which, we feel, should be carefully 


considered, It would obviously be impractical to suggest 
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reducing the corporate tax without at the same time 
pointing out other areas where increased tax revenues 
might be obtained or expenditures reduced, This could 
only be done in a comprehensive analysis of the 
situation of Canadian taxation. We understand that 
Queen's University is engaged in a study of this nature 
at the present time, 

12. It is not surprising to find considerable 
difference in financial structure according to the size 
of companies. As shown by the following table constructe 
from the Taxation Statistics for the year 1959, smaller 
firms have relatively more recourse to bank financing 
than the larger; debt constitutes a smaller proportion 
of capitalization (and much of the dent <3 represented 
by mortgages); stock is of much greater importance; and 
a higher proportion of net profit is wavs tnea These 
differences reflect the greater ease with which larger, 
mature companies with long established records of © 
earnings can obtain funds, particularly debt funds, in 
the market, To some extent they may also reflect the 
different industries typical of the various asset 
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BANK OF CANADA DATA 

13. TherTaxation Statistics apply to all 
tabulated companies, whether they are privately owned 
or public, whether they are wholly-owned subsidiaries of 
foreign parents, or only partially controlled, “and 
whether they are subsidiaries of Canadian firms or 
independent, The degree to which they have issued debt, 
preferred stock or common stock does not therefore 
necessarily bear any rend adc to the size or composition 
of; security issues “in: the capital ‘markets, 

14, The Bank of’ Canada, however, publishes 
data,on net new dssues of securities’ by Canadian 
companies, including banks. These show that from 1949 to 
1960 inelusive $8.8 billion wes raised from the issuance 


of securities, broken down as follows: 


Debt $5.2 billion 
Preferred Stock 26 
Common Stock 3.4.0 


15. Of the amount raised through sale of 
common» stock $390 million represented rights offerings 
of the chartered banks and $472 million rights offerings 
of The Bell Telephone Company of Canada, Together these 
accounted for 28 per cent of the total net new issues of 
common stocks, Taken in conjunction with the taxation 
figures, the above show corciusively that the issuance 
of debt has been much greater than that of equity 
securities. The proportion represented by debt has 
fluctuated considerably from year to year, the high 
being 76.8 per cent in 1950 and the low 21.2 per cent in 


1959 -- a year of extreme difficulty in the bond markets, 
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But the average for 1949-56 was 56.3 per cent and for 
1957-60 59.5 per cent, indicating very little change 
from the period of sharp expansion to that of decline in 
business capital expenditures, 

16. Rights offerings have been a frequent 
method of raising funds through common stock (the main 
reason being that the preemptive rights of the share- 
holders are protected) and these probably account for a 
considerable proportion of the remainder of the corporate 
stock finaneing. There Rayer however, been a number of 
new large companies formed during the past decade, notabl 
among natural gas utilities and finance companies, which 
have had public issues of common stock, and particularly 
in recent years a number of smaller firms have come to 
the market. There have also been new companies establish 
ed by European interests with Canadian participation 
usually by means of participating preferred shares, On 
the other hand, other companies have been acquired by 
larger firms and their shares either have disappeared 
entirely or the amount outstanding in the hands of the 
public has been reduced substantially. One industry 
in which this has occurred to a considerable degree is 
pulp and paper. Thus the number of stocks listed on 
the Toronto Stock Exchange rose only from 867 at the end 
of 1948 to 1,117 at the end of 1961, and most of this 
increase was in junior mining and petroleum companies. 
UNDERWRITING 

17. For a description of the underwriting 
process in Canada, the following extract from "Securities 


Regulation in Canada" by Professor J. Peter Williamson 
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is essentially accurate: 

18. "Once the underwriter is chosen, an 
‘underwriting agreement! is drawn up. Some of the 
features of this contract are fairly standard, It will 
usually take the form of a letter from the underwriter 
tothe issuer.«* The letter will deseribe the security 
involved and constitute an offer to purehase the issue 
under certain conditions, The price will probably not 
be made definite until just before the underwriter signs 
the letter and the issuer signs an acceptance, and this 
will not take place until just before the offer to the 
public. However, a price range may be tentatively 
established at an early stage. 

19. "The conditions set forth in the letter 
will include some standard ones, The issuer will be 
required to fulfill all legal requirements as to the 
issue of the securities and as to their offer for sale 
throughout Canada (often excepting Newfoundland and 
Prince Edward Island), This will include compliance with 
the applicable companies actsand the provincial 
securities acts, The underwriter's commitment will be 
subject to a favourable opinion of its counsel as to the 
legality of the issue and its sale, and the issuer will 
probably pay for this opinion, 

20. "The accuracy of the prospectus will be 
made the issuer's responsibility. The companies acts 
and securities acts, where they impose liability to 
purchasers for omissions and misstatements in a 
prospectus, sometimes make the underwriters equally liabl 


with the issuer, Hence, the underwriting agreement will 
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include a warranty from the issuer of the underwriter 
that the information in the prospectus is true and that 
the issuer consents to its use, and an indemnity to 
protect the underwriter from the consequences of a false 
statement, omission of a material fact, or stop order 
issued by any securities commission. 

21. "The issuer will be required to furnish 
whatever financial and statistical information is 
reasonably necessary for selling purposes, including 
audited financial statements, if these are appropriate. 

22. "Finally, there will be some sort of 
escape clause, a so-called ‘market out' clause. This wil 
give the underwriter an option to terminate the agreement 
usually up until the time the prospectus is accepted for 
filing and a public offering may lawfully begin, in the 
event of (to quote one such agreement ) 'any catastrophe 
of national or international effect whieh, in our 
opinion (that is, the underwriter's opinion), is adverse, 
or any action, government regulation or other occurrence 
of any nature whatsoever which, in our opinion, seriously 
affects or may seriously affect your business or the 
financial markets', It is unlikely that the clause wiil 
ever be used by the underwriter, It is, after ali, the 
market rise (in a less severe form perhaps) that the 
underwriter is being paid to take, and except in a real 
crisis a reputable underwriter will not exercise its 
escape rights. 

23. It is normal practice for the issuer to 
pay its legal expenses and for the underwriter to pay 


its own counsel. Where one counsel acts for both, the 
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issuer usually pays. It has been the custom for the 
underwriter to pay for the prospectus, but the current 
trend is towards the issuer's bearing this expense. 

24, "Having negotiated an underwriting 
agreement, which is as yet unsigned and lacks a final 
price, the underwriter selects the participants for a 
banking group. Certain underwriters may be included 
because the issuer wants them, but the group is more 
likely to be formed on the basis of long-standing 
relationship with the principal underwriter. Once a 
particular banking group has become associated in 
finaneing an issuer, the members will expect to be 
invited to participate in similar future offerings of 
this same issuer, and the principal underwriter will 
expect them to take up their proportionate part of 
these new offerings. 

25. "The principal underwriter will be a membe 
of the banking group, and its syndicate manager. The 
name of the manager will always appear first in the list 
of underwriters in a prospectus -- this is a mark of 
prestige about which underwriting firms are sensitive. 
The banking group agreement will consist of a letter from 
the syndicate manager to each of the group members, 
Actually ‘group agreement' may be a little misleading. 
There is no agreement among the members; each signs an 
identical agreement (identical except for the size of the| 
participation) with the manager alone. 

26, "The letter from the manager will give 
a description of the-securities (subj2ct to change), 


refer to the underwriting agreement to be signed, and 
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offer to the prospective banking group member a 
participation of a specified amount of the issue. 
Acceptance of the offer will constitute a purchase of 

the participation from the manager. The banking group 
agreement and the underwriting agreement are usually 
signed the same day. The syndicate manager will often 
Sign the agreement with the issuer in the morning and the 
obtain an oral acceptance by telephone from each banking 
group member, who will mail a written acceptance the same 
day. 

27. "The entire letter constituting the 
banking group agreement is pretty much standard, apart 
from the description of the securities. The manager will 
reserve a specified percentage of each member's 
participation, for sales to ‘exempted institutions' 
(meaning institutional investors, such as insurance 
companies, whom the other members agree not to solicit) 
and to a selling group. These sales are handled. 
exclusively by the manager, selling for the accounts 
of the banking group members. The remainder of a 
member's participation will be sold through its own 
facilities, 

23. "The offering prices will be set out -- 
tentatively, until the offering day -- and depending 
on the kind of securities offered, these may include 
prices to the public, to exempted institutions, to various 
dealers, and to banking group members. And the letter 
will specify the date on which the member is required 
to take delivery of its securities and pay for them. 


29. "Expenses of the issue are borne by the 
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members in proportion to their participations, and 
profits on sales to dealers and institutions are split 
in the same way. | 


30, "The syndicate manager usually reserves 


the right to 'over-allot' sales to exempted institutions 


and to the selling group, up to 10 per cent of the total 
offering, and to cover by purchasing on the market, 

What this means is that the syndicate manager may 
'stabilize! the market by alloting more than the portion 
of the issue specifically withheld for institutions 

and the selling group, and filling the extra orders by 
purchasing on the market and supporting the price, 

The other members of the selling group, of course, have 
agreed not to solicit the exempted institutions or the 
selling group during the period of the banking group 
agreement, If the over-allotment results in losses, 
the banking group shares them up to a 10 per cent over- 
allotment, 

31. "The next stage in the distribution is 
the selling group. There are two ways in which the 
syndicate manager may form a selling group. One is simpl 
to make offers to a number of dealers, which, when 
aceepted, become sales, This method may be useful 
where the selling group is small, but the more common 
procedure is to invite orders from selected dealers, 
without making a commitment. The invitation is in the 
form of a letter, called a ‘selling group agreement', 
from the manager, and is generally sent out on the day 
registration of the securities is complete, The manager 


opens a subscription book a day or two afrer the 
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invitation goes out, and accepts orders or allots 
proportion of orders if the demand is great. 

32. "As an example, the prices on a bond 
purchased at 97 by the manager might be: 

Retail price $100.00 

Price to exempted institutions 100.00 


Price to trust companies for 
resale to clients at the retail 


price 99.75 
Price to casual dealers 99.25 
Price to selling group members 98.50 
Draw-down price to banking group 

members, and selling group members 98.50 
Cost to banking group members 97.75 


The difference between the $97.75 cost to 
Banking Group Members and the $98.50 draw-down price 
is an amount withheld by the syndicate manager to cover 
the expenses of the issue. Any balance of this 'holdback 
not required for expenses is returned to the members, 

The price concession to trust companies would apply only 
in Quebec, where such concessions are legal. 

33. "The selling group agreement, like the 
banking group agreement, follows a standard form, The 
manager signs the letter: to the dealers as agent for 
the banking group, so that whatever contract results 
is between a dealer and the group. After describing 
the issue, the letter offers to include the addressee in 
a selling group, and there is a place provided for the 
dealer to sign in acceptance of this offer, which 
imposes certain obligations on him (these are dbs emnada,. 


below). However, as to the extent of his participation, 
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only an invitation is made and the banking group is 

not bound to deliver securities until it has accepted 

the dealer's order | 

34, "The selling group agreement repeats such 
of the banking group agreement, including a schedule of 
prices, The members of the selling group are required 
to comply with securities legislation, and specifically 
to agree not to solicit orders in the provinces where 
the securities will not be registered or where the 
dealer is not qualified to do business (nor to solicit 
in the United States, unless the securities are to be 
registered there).” 

36, In addition to "firm commitment under- 
writing", issues may be privately placed with one or more 
institutions in Canada or the United States, In. this 
case the investment dealer acts simply as agent for the 
issuer, or may do nothing more than bring two parties 
together, using his knowledge of the investment policies 
of various institutions. For these services the dealer 
usually receives a moderate commission which will 
probably range between 1/4 and 1 1/2 per cent depending 
on how much work has been involved and the size of the 
issue. Moreover, no registration statement is required 
for private placements with institutions. Hence the 
expenses of issue are lower than for a public offering. 
On the other hand, a slightly higher yield must usually 
be given to the lender and the covenants may be more 
restrictive, while the company does not derive the 
advantage of more widespread. ownership (e.g. the public 


relations aspect, and public familiarity with the 
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company which may be helpful in subsequent issues of 
securities), 

37. Oceasionally, and particularly in the case 
of small issues, an underwriting may be on a "best 
efforts" basis, whereby the dealer undertakes to use his 
best efforts to sell the securities as an agent of the 
issuer, receiving a straight commission on sales made. 

38. A major underwriter has a twofold 
responsibility. One is to provide sound advice to the 
companies for which it acts as fiseal agent and underwrit 
securities on the best terms and lowest over-all costs 
consistent with the issuing company's financial position 
and the condition of the securities markets. But an 
underwriter also has an established clientele to whom 
it sells the new issues that it underwrites or in 
which it participates, Its reputation as an underwriter 
is in-part determined by its "placement" PON ein eno it 
has a responsibility to its elients to correctly - a 
represent the quality of an issue and ensure that the 
return to the investor is commensurate with the degree 
of risk taken, As further protection to its clients and 
to its own reputation, the underwriting house will 
usually maintain a watching brief on the progress of a 
company for which it acts as fiscal agent, frequently to 
the extent of being represented on the board of 
directors. If a company does run into difficulties the 
underwriter often plays an active role in overcoming them 
oceasionally placing its own resources behind the credit 


of the company if the need arises, 
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DISTRIBUTION OF BONDS 
TABLE III-A 
Estimated distribution of holdings - 
Corporate and other non-Government 


Bonds 


(dollar figures in thousands) 


1959 1954 
Principal % of Prineipal % of Change 
Amount Total Amount Total 1954/9 


Holder 


1.Bank of Canada 59 1 Fi ~- "RS 
2.Chartered Banks 512 7 S55 # 159 
3.Provincial 
Governments 24 - 50 ~, 26 
4 Municipal 
Governments 15 - 1 * 14 
5.Life Insurance 
Companies 1924 ey 1407 33 ¢ 517 
6.Other Insurance , 
Companies 132 2 64 x 68 
7.Quebec Savings 
Banks 21 ~ 16 me 
8,.Trust & Mortgage 
Loan’Cco. 160 a 81 P laa! a? 
9.Pension Plans 473 5 sl’ 
I fo: 4 1062 
10.A11 other ) 
Residents 1331 19 ) 
11.Total Residents 4651 65 OTe 65 £1926 
12. Non Resident ehT9 35 1498 35 aN 
7130 100 4223 100 ¢# 2907 


Source: Bank of Canada Statistical Summary Supplement 
1960. 


- agakbiod to sotdudiudath batsmited 


eqMod IO MOTLTVaTATeLa 


A-IiL WI@aT : Sake 


TasmaTevon- soc tonto bas 89 stogto) 


 abaod 


‘(abasavod?d at eetmgtt 18i fob) 


, PCCL 
nadie to & [sqtonts4 


O\ feel IstoT Fanos 
Ch oo Bie 
ear \ Ect 
7 oa 
4“ \ i 
ree \ EE your 
. 
\ga x KO 
be 
i@ OL 
ey & £8 
sb0. \ sily 
| 
aserx - ad ests 
oy, cee aF BO ef 
yoos \ OOoL easy 


ol 


tnemelqque yrsmaue 


GOR, gh, tg, sone, 


fsokvatlisda 868089 to Nasd 


eceL 


10 & lsqlionixd 
[stot 


z 


y 


' 


IromA ~Sbiok 
ea BbSN89' To sins. 1 
Sie ainsd Bbesstysdd.S 
istontvord.é 

tg etoommrrevod 
Isqtotaum. 

ef gigenarevep 
eenstvent strta.e 

ASeL asknsqmod 
esanetyenl redto.o 

SEL  geinasamod 
aanive® osdecd.y 

[s pete 
edad 8 ‘énxat: 8 

OdLf .0D 'N80.,T 
ev ensit motenst.e 
tendvo ILA.OL 

[EFL etasbiaeok 


r@dk ednebiees rstoT. if 


eyis “teaeblasH nou .Sl 


See ee 


OELY 


: 30 7%0e 
-QOCl. 


Nethercut & Young A , 3 6 4 
Terente, Ontaric - EE - 


38A. From the foregoing it can be observed 
that (1) domestic institutions and pension funds comprise 
the largest market for corporate bonds, accounting in 
1959 for some $3,320 millions principal amount equivalent 
to roughly 46.5 per cent of outstanding corporate debt 
obligations, (2) the life insurance industry is the 
largest single market for corporate bonds, and (3) non- 
residents have acquired roughly 35 per cent of Canadian 
corporate and other bonds. The (life) insurance industry 
in 1959 owned $2,056 millions principal amount of 
corporate bonds, equivalent to approximately 29 per cent 
of the total outstanding principal amount of Canadian 
corporate and other bonds. In 1954 however, this 
industry owned $1,471 millions principal amount of 
corporate bonds, equivalent at that time to roughly 35 
per cent of the total outstanding prineipal amount of 
Canadian corporate and other non-government bonds. 

38B. This trend is significant for the 
investment dealer as it points out that problems in the 
distribution of corporate bonds are becoming more complex 
for though there are several large buyers, in itself a 
factor tending to somewhat simplify the distribution 
process, the reduction in the leading role of the 
insurance industry requires the investment dealer to turn 
Go several other sources, 

38c. In passing it is worth noting that the 
insurance industry in the United States of America is a 
much more dominant factor in the acquisition of corporate 
bonds than the life insurance industry is in Canada, To 


this extent therefore the Canadian investment dealer has 
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@ more complex distribution protlem than his U.S. 
competitor, 

38D. Table III-A, pointing out that 35 per 
cent of Canadian corporate and other bonds are in the 
hands of non-residents, indicates the desirability of 
access to foreign capital markets if the investment 
dealer is to continue to fulfill his funetions of raising 
eapital funds for business enterprise, 
UNDERWRITING COSTS 

39. The cost of issuing securities varies 
according to two main factors -- size and degree of risk, 
With regard to size there are certain expenses involved 
such as legal fees, preparation of prospectus, research 
and sales expenses which are more or less fixed 
regardiess of the size of an issue. Thus the smaller 
the issue, the larger is the relative purden of these 
charges. in the matter of risk, the underwriter assumes 
a greater chance of loss on securities of small or new 
companies, or those with unstable earnings records, 
than with, for example, a well established utility; the 
chance of loss is aiso greater in the underwriting of 
junior securities, particularly common stocks, than in 
the case of first mortgage bonds. These factors account 
in large measure for the differences in costs shown in 
the following table, derived from reports submitted by 


members of the Investment Dealers! Association. 
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TABLE IV 
Percentage 
Number of Arith- 
Members metic 


Reporting Average Median Range 
Average gross mark up 
(as a per cent of cost) 
on - 


Common stock issues - 


(a) under $3 million ah 8.43 9.09 2.00 - 
14,00 

(ob) over $3 million é 6.98 6 .38205.00 - | 
10,00 


Preferred stock - 


(a) under $3 million 14 6.05 4.77 3.50 - | 
ie BA ip 

(ob) over $3 million 6 4.75 4,00 3.50 - 
6.50 


Bonds and Debentures 


(a) under $3 million 33 1.62 3,90 1.00 - 
10,00 

(b) over $3 million 20 2.82 2.85 .50 - 
5.00 


COMPARISON WITH THE UNITED STATES 


4O, In general, and this belief arises in good 
part from our experience in joint underwritings with U.S. 
firms on Canadian issues, we would say that costs are ver 
Similar in the two countries, but generally somewhat 
higher in Canada for large issues and somewhat lower for | 
small issues. A study by the Securities and Exchange 


Commission in 1957 produced the following data; 
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TABLE V 


United States Underwriter's Compensation % 
of Gross Proceeds of New Issue (1951, 1953 


and 1955). 
$ millions ) Common Preferred Bonds, Notes, 
Size of Issue Stock Stock Debentures 
under 5 27.15% - = 
= 9 RAIGS 12,03 11.49 
De ee 13.56 8.07 Oly. 
a =. Hyg 9. 9] 4 388 BPH: 
Sa ae G17 Oe ie 1.63 
10 - 19.9 4.66 eee Lig oe 
20 - 49,9 peed § 3.29 i333 
50 and over oe a) 1.19 


N.B,. The percentages given above are the arithmetic 
averages in each classification. 


41, The data in Table V are subdivided into 
more classes than the information requested from members 
of the 1I.D.A. and show clearly the tendency for under- 
writing costs to decline with the size of the issue and 
the type of security issued. Other data in the S.E.C. 
study also show a correlation between the size of the 
issuing company and the underwriting costs. 

42, In comparing Table IV with Table V, it 
must be noted that the former is the gross mark up as 
a percentage of cost, whereas the latter is expressed as 
a percentage of the issuing price. If the Canadian 
data were on a@ comparabie basis with the U.S., the 
percentage would therefore be somewhat lower. Even 
so, it is apparent that in issues of under $3 millions 
underwriting costs are lower in Canada than in the U.S., 


(in the case of common stock particularly they are 
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Significantly lower), while for larger issues they are 
a point or so higher, 

43, Further support for this econelusion can 
be found in a comparison of the spread between yield to 
buyer and yield cost to company of utility issues rated 
by Moody's. In 1959 and 1960 such spreads on issues 
by U.S. utilities rated by Moody's as BA or BAA ranged 
from .O per cent to .17 per cent; issues of Canadian 
utilities with similar ratings in recent years have had 
spreads ranging from .11 per cent to .17 per cent (in 
both cases the issues surveyed were in excess of $15 
million). A further sample of large issues of well 
regarded Canadian companies, but not rated by Moody's, 
showed spreads fror .16 per cent to .18 per cent. In 
this comparison - have used "yield spread" as this was 
the information supplied in Moody's Public Utilities 
Manual. 

4, There are, of course, fundamental 
differences in the nature of the markets in the two 
countries, The very size of the major financial 
institutions in the United States makes it possible for 
issues even as large as $50 million to be placed with 
only a handful of buyers and retail distribution of 
bonds to individuais is the exception rather than the 
rule, In Canada, by contrast, most issues are sold to 
a large number of institutions and individuals. The 
costs of distribution are therefore considerably higher 
in this country, and do not fall as rapidly with size 


as in the United States, 
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COMPETITIVE BIDDING versus NEGOTIATED SALES 

45, The comparison between comparable U.S. and 
Canadian utilities in Paragraph 43 is interesting for in 
many cases U.S. utilities are compelled by the regulatory 
authorities to call for competitive bids on new debt 
security issues, whereas in Canada the practice amongst 
non-Government companies is to have negotiated issues 
with fiscal agents, 

46, The theory behind competitive bidding in 
new issues, as with other types of contract, is that 
competition is likely to result in the most favourable 
price to the seller. In some instances this probably 
holds true, There is reason to believe, however, that 
this may not be so in the ease of security issues, 
judging by the experience in the United States. 

47, From the data supplied in Moody's Public 
Utility Manual, a comparison was made of negotiated sales 
and competitive tenders, taking issues with the same 
rating, issued at roughly the same time of year (i.e. 
within the same month) and of approximately the same 
size, In total, 16 comparable pairs of issues that 
fitted these requirements during 1959 and 1960 were 
found. In 11 of these comparisons both the yield to 
the public and the yield cost to the borrowing company 
were lower in the case of negotiated sales than in 
competitive bidding,while in 5 they were higher. The 
spread between yield to buyer and yield cost to borrower, 
representing the underwriting spread, was lower for 
negotiated sales in six comparisons, the same in 3 and 


higher win wf. With regard to the degree of difference, 
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in the 11 cases where the yield cost to the borrowing 
company was lower for negotiated sales, the average 
difference from competitive bids was .29 basis points; 
in the five cases where competitive bids showed a lower 
yield cost, the difference averaged .11 basis points. 
48. It would perhaps be unwise to draw strong 
conclusions from this limited survey, but there are good 
reasons why negotiated sales should in facet be cheaper 
for the issuing company than competitive bids, For 
a fiscal agent maintains a continuous relationship with 
@ company. It is in a position to advise on the nature 
and timing of new issues, can assist in the preparation 
of the prospectus and ean test the market ahead of time 
in order to ensure that the terms of the issue will be 
attractive to potential wodeyant. but not so attractive as 
to add unnecessarily to the borrower's cost. The fiscal 
agent tends to serve as an adviser in other matters 
relating to corporation finance, such as the temporary 
investment of funds and purchase of bonds for sinking 
funds, and aiso maintains markets for securities between 
issues. Where competitive bidding is hicaiiewsdy on the 
other hand, the terms of an issue are drawn up by the 
company, although sometimes a consultant is hired to 
advise on the issue and prepare supporting data, and 
dealers are required to bid on short notice without 
benefit of advance preparation and without a full and 
detailed knowledge of the company's position. 
Particularly when interest rates are on a rising trend, 
dealers therefore tend to allow fully for unforeseen 


problems when submitting bids. 
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48A, The considered opinion of Judge Medina 
on this effeet of competitive bidding was that: 
"Fundamentally, the contentions of 
government connsel on this and other 
phases of the case stem from a mis- 
conception of the investment banking 
business. And yet the advantages to 
an His sist rh, which are incidents of a 
eontinuing relationship with a good 
investment banker, seem too obvious for 
comment. In every business the 
customer feels that there are cogent 
reasons why he should continue with 
the firm which has rendered good service 
in the past. But with a series of 
security issues, the saving in the time 
and labour of the officers and employees 
of an issuer, which would have to be 
spent in teaching a new investment 
banker the intricacies of the business, 
and the financial set up of the company, 
are a matter of real consequence; and 
it must not be forgotten that many of 
the matters to be diseussed are of such 
a character that company officials desire 
to have such conversations only with 
those whom they trust, and in whose 
integrity and competence they have 
complete eouricenve" 


49, As mentioned previously, it is the practic 
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in Canada for most companies to have fiseal agents. Ther 
is nothing to prevent a company from calling for bids 
on its issues should it so cnn but it is generally 
recognized that any advantages of this are outweighed 
by the disadvantages, 
AMORTIZATION OF UNDERWRITING EXPENSES 

50. When a company issues debt cavuee iach the 
usual practice is to capitalize the difference between 
the par value of the debt issued and the net amount 
received from the chusnienavect and gradually write off 
the bond discount and expenses so created by appropriate 
charges to earnings over the life of the security or at 
onee to earned surplus. Such eharges, however, are not 
deductible from income for tax purposes. To the extent 
that the difference between par value and net receipts 
of funds represents the sale of bonds to the public at 
less than par value, it is reasonable that the 
amortization charges should not be tax deductible. But 
to the extent that it represents the underwriters' 
commission, we feel very strongly that it is fair and 
reasonable that the charges should be allowed as a 
deduetible item, for the cost of raising funds is just 
as much a cost of doing business as, for example, the 
fee paid to an engineering consultant. We therefore 
Suggest that the income tax legislation be amended so as 
to permit companies to deduct underwriting ecosts in 
arriving at taxable income. 
SECURITIES LEGISLATION 
51. Securities regulation in Canada involves 


ten provincial Securities Acts, various provincial 
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Companies noay the Dominion Companies Act, the Ontario 
Corporation Information Act and the Quebec Companies 
Information Act, The movement towards bringing some 
uniformity and order to this mass of legislation is 
proceeding slowly but progress has been noted. For 
example, the provinces are currently studying a uniform 
Companies Act; four provinces now have identical, or 
nearly identical, Securities Acts, and it is understood 
that two other provinces are in the process of adopting 
very similar Securities Acts, 

52..The Association has,for\some, years been 
suggesting to provincial officials the advisability and 
the advantages to the provinces and the investing public 
of enacting uniform securities legislation and of 
administering such legislation in a uniform manner and 
observes that definite progress has been achieved in 
this regard. The Association recommends that steps 
should be taken whereby a1l1 provinces will expedite 
registration of new issues of investment securities on a 
uniform basis. 

53. The Association has noted with interest 
@ proposal that a Federal Securities Act and a Federal 
Securities Commission be established, The United 
States has two Federal Acts; The Securities Act of 
1933, which is a full disclosure statute permitting the 
sale of a security provided specified information is 
given to the purchaser, and The Securities Exchange Act 
of 1934, which is primarily concerned with trading in 
securities after the primary offering. The 1934 Act 


regulates stock exchanges, the registration of brokers 
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and dealers and imposes reporting, proxy and trading 
conditions relating to securities listed on stock 
exchanges. It should be observed that, in addition to 
these two Federal Statutes, 48 states also have 
securities legislation. 

54. It would appear to the Association that 
if a Federal Securities Act and Commission were ever 
to come into being in Canada they would be superimposed 
on but would not replace the existing provincial 
securities legislation and commissions, The Association 
recommends that S.E.C. - type legislation not be 
established in Canada and that the Royal Commission take 
note of the progress which has already been achieved 
towards uniform securities legislation uniformly 
administered as well as the work in this connection 
which is presently in progress. 

55. However, as the acts now stand, it is 
necessary that a complete prospectus be in the hands of 
a prospective buyer before an issue can be sold to him. 
Exceptions to this rule are the chartered banks, life 
insurance companies and trust companies. It would be 
helpful if the practice in the United States of using 
a "red herring" could be followed here. This is 
essentially a preliminary prospectus, with all the 
details except price and yield, which is distributed 
pending approval of the regulatory authorities. The 
institutions and other prospective buyers can study this 
at their leisure and indicate, subject to approval of 
the prospectus by the authorities and to the terms of 


the issue being satisfactory, how much they would be 
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prepared to purchase, This makes for more orderly 
marketing of the issue, as it gives the syndicate manager 
an indication of the requirements of major buyers and 
participating dealers, and at the same time gives the 
buyer mere time in which to appraise the issue, without 
in any way negating the purpose of the present require- 
ment that a buyer see a final prospectus before he buys. 
We would recommend that the various acts be amended to 
permit this practice in Canada, 

56. It would also be heipful if ail 
regulations affecting the underwriting and sale of 
securities were promulgatedto the Investment Dealers' 
Association, who would then inform all its members. At 
the present time, regulations are frequently not 
publicized and they are not discovered, or their import 
not fully appreciated, until the régulatory autkorities 
bring them to the attention of an underwriter a7 a 
particular ease, This, too, ean result in delay in 
the scheduling of a new issue, 

57. orthe expropriation of electric utilities 
by provinces have in the past and can in the future 
provide a heavy blow to the very foundation of Canadian 
justice. In the case of the B.C. Blectric Company, the 
IDAC strongly asserted that in the interests of justice 
provisions hould be made for arbitration and independent 
appraisal of expropriated assets, It tata «dec 
desirable that insofar as is possible the justification 
for expropriating utilities should be removed. It thus 
seems essential that the Commission should give careful 


eonsideration to this question with a view to making a 
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recommendation that the Federal Government do all that 
is in its power to devise means of removing the 
temptations to expropriate which arise out of the Federal 
Tax treatment of the provinees. Any such action would 
contribute to the restoration of the shaken confidence 
of Canadian and foreign investors in investing in 
electric utilities in particular and private industry 
in general, 

58. In the matter of mergers and amalgamations 
there appears to be an absence of adequate safeguards 
to provide proper protection for what should be the 
rights of shareholders. Under conditions in which Canada 
is struggling to compete in world markets mergers may 
be desirable, As many Canadian businesses are small in 
comparison to their foreign competitors, certain mergers 
may well enable Canadian business to compete more 
efficiently and effectively and foster progress for this 
country. However, while recognizing the values. of 
mergers or similar amalgamations when soundly conceived 
and properly organized, the IDAC deplores the so-called 
"take-over" technique when: (a) the identity of the 
buying principal is not disclosed; (b) the offer, if 
for less than 100 per cent of the voting stock, is not 
made proportionately to all shareholders; (c) the term 
of the offer is not sufficiently long to give all 
Shareholders reasonable time to consider it, 

59. Speaking generally, a company incorporated 
under the Companies Act of Canada is the natural vehicle 
Go earry on a corporate enterprise in several provinces 


and is more attractive to foreign investors than a 
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provincially incorporated company. However, the Act 
contains certain anomalies which tend to deter the 
incorporation of companies under its provisions and 
create necessary delays, expense and inconvenience in 
connection with the securities of companies which are 
incorporated under it. Ie is submitted that the Act 
should be reviewed with a view to elimination of these 
anomalies. In sur tiendans it is recommended that private 
companies be permitted to offer their bonds and 
debentures to institutional investors, that the 
redemption and purchase for cancellation of preferred 
shares be simpbified,athat jnin%properceaséss;<companies 
incorporated under the Act be exempt from issuing and 
filing a prospectus in connection with the sale of their 
securities, that séebhonr123j relating to the compulsory 
sale of shares, be repealed and that the Act be amended 
to permit amalgamation of Dominion companies either with 
other Dominion companies or with companies incorporated 
under the laws of any one of the provinces. 

CORPORATION FINANCE 


CONCLUSIONS AND RECOMMENDATIONS FOR THE I,D.A, 
BRIEF 


References Reflecting the importance of internally 

Para. 4,7, generated funds, which appear to have 

ia financed approximately 60 per cent of the 
total applications of funds of Canadian 
business during the period 1949-59, there 
has been very little weakening in the 


finaneial structure of business. Neverthe- 


less, the trend towards a higher proportion 
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of debt in the structure of capitalization 
is apparent. Among the factors influencing 
this is the high rate of corporate income 
tax, which provides an incentive for 

unsound financing. 

Underwriting costs appear to be lower in 
Canada than in the United States for small 
issues and somewhat higher for large 

issues. Beeause,of the different nature of 
the markets in the two amaiuae4 distrib- 
ution costs do not fall as rapidly with size 
in Canada as in the United States, 

It is recommended that income tax legislatio 
be amended so as to permit companies to 
deduct underwriting costs in arriving at 
taxable income. 

It is recommended that S.E.C.-type 
legislation be not established in Canada and 
that the Commission take note of the progres 
already achieved towards uniform securities 
legislation uniformly administered and the 
work presently in progress to achieve this 
objective. 

It is reeommended that the various 
seeurities acts be amended so as to permit 
the distribution of preliminary prospectuses 
in order that prospective buyers of a new 
issue can study it at length and indicate, 
subject to approval of the prospectus by 


the regulatory authorities and to the terms 
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of the issue being itetieter sy: how much 
they would be prepared to purchase. This 
practice is followed in the United States, 
It makes for a more orderly marketing of a 
new issue and gives the buyer more time in 
whieh to appraise it. 

It is recommended that all regulations 
affecting the underwriting and sale of 
securities bepromulgated to the Investment 
Dealers ' Perea lomrante who could then inform 
its members, 

It is recommended that the Commission examin 
the important matter of expropriation of 
electric utilities with a view to recommend- 
ing that the Federal Government devise means 
to minimize the temptation to expropriate 
arising out of Federal Tax treatment of the 
provinces, 

It is suggested the Commission examine 
shareholders rights in the light of 

certain recently employed "take-over" 
techniques. 

It is recommended that the Commission examin 
the Companies Act of Canada with a view to 
reeommending removal of certain anomalies in 
it which tend to deter the incorporation 


of companies under its provisions. 
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BRIEF OF THE TRADING FUNCTIONS COMMITTEE 


For the purpose of this brief the following definitions 
Will apply: 


Broker Member of a recognized stock exchange 


Dealer Member of the Investment Dealers 
Association of Canada or others such as 
Chartered Banks who participate in the 
secondary bond market, 


Agent Dealer who acts as a intermediary 
between buyer and seller at an established 
price and receives a commission for his 
services, 


Principal A dealer who accepts liability for his 
own account through either the purchase 
or sale of securities, It should be 
noted that dealers customarily act both 
as agent and principal but not in the 
same transaction and any purchase or 
sale must be designated as one or the 
other. 


Money Market One of 14 member dealers of the Investment 
Dealer Dealers Association to have been extended 
lines of eredit by the Bank of Canada to 
facilitate their functions in the handling 
of Government of Canada Treasury Bills, 
and Government of Canada and Guaranteed 
Bonds with a maturity of less than 3 years). 


Depth The secondary market has depth when there 
are actual or easily aecessible orders 
both above and below the eurrent level 
of prices. A market lacking depth would 
be shallow. 


Breadth The secondary market has breadth when 
orders are in volume and from widely 
divergent groups of investors. A market 
lacking breadth would be narrow, 


Resilience The secondary market has resilience when 
new orders come into the market in volume 
in response to perceptible changes in 
yield. A synonym would be elastic and 
a market lacking resilience would be 
inelastic. 


Thin Describes a market which lacks depth, 
preadth and resilience, 
\ 
Position The liability which a firm has incurred 
in any security. The total of all 
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positions of a firm would make up that 
firm's inventory. A long position is 
one in which the firm has purchased 
securities for future sale, A short 
position is one in which the firm has 
sold securities which it does not 
eurrently own but which are to be 
purchased at a later date, 


Bé THE NEED FOR A SECONDARY MARKET 

Nee It is inherent in the nature of a highly- 
developed capitalist society that there must be a 
mechanism by which capital may change hands. The process 
of transferring new capital from a saver to a user takes 
place in what is known as a primary market; while the 
transfer of outstanding (previously issued) securities 
from one investor to another takes place in the 
seeondary market. In this brief we are concerned with 
the secondary bond market and will mention primary 
markets only where they impinge on the main subject. 

ag The importance of the secondary market to 
the continuing development of the economy cannot be over- 
emphasized, for this market is a vital factor in 
regulating the smooth and efficient flow of funds from 
savers to users, There is no doubt that lack of 
secondary markets would increase the cost of capital and, 
by inhibiting the mobility of funds, reduce the ability 
of the country to finance its development from domestic 
sources, 

Bi Seeondary markets provide two basic 
funetions -- value perspective and liquidity -- on which 


the system depends for the orderly use of capital. 
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Through the secondary market, a level of prices is 
established which gives borrowers a reliable indication 
of the cost of capital and lenders an estimate of the 
rate of return they might expect from the type and terms 
of security being offered, This method provides the 
logical means of arriving at fair valiue for both parties, 
By establishing relative values at any point in time, 
secondary markets assist in establishing the order of 
preference in which prospective issuers will be allotted 
funds. The market is, therefore, an important factor 

in regulating the flow of capital throughout the 
economy. 

4, The degree of liquidity which any new. 
issue of bonds is likely to enjoy is second only to fair 
pricing in the minds of most investors, The secondary 
market provides the yardstick by which liquidity may be 
gauged from the behaviour of comparable outstanding 
issues. Investors having mandatory requirement for the 
return of cash at specific dates, purchase securities 
tailored to their needs, Others, who are unaware at 
time of purchase of future requirements for the return 
of cash, may purehase bonds having an intermediate or 
long term maturity in order to obtain the greater yield 
usually available, Conditions may arise whereby these 
investors desire to sell their holdings and the 
secondary market provides the means of so doing. 

Without liquidity, investors would be more reluctant to 
advance funds, borrowing costs would be substantially 
higher, and users would pay an unduly high price for 


capital, Markets also afford users the opportunity to 
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carry out Sinking Fund and Purchase Fund operations at 
fair prices. 

er The importance of liquidity in reducing 
the costs of borrowing is made evident by comparison 
with mortgage rates in Canada, In the majority of 
cases, the cost of raising capital through a conventional 
mortgage is higher than that which would apply fo an 
issue of bonds or debentures by the same issuer, Althoug 
other additional service eharges must be considered, it 
is generally conceded that the higher interest cost of 
mortgages is largely due to the lack of an effective 
secondary market in which the investor may regain his 
funds for other purposes, 

Sy Open market purchases or sales by Bank of 
Canada in accordance with its interpretation of 
requirements for the conduct of monetary policy and 
other necessary movements of securities are greatly 
facilitated by the secondary market. Chartered Banks, 
Trust Companies, Corporations and individuals also rely 
on the market for portfolio adjustment, 

i. The figures shown below compare total new 
bond issues in Canada during 1961 with the additional 
volume of secondary market sales made by members of 
She I1.D.A.C. during their fiseal year. Not ineluded 
are sales made by Bank of Canada, Chartered Banks or 


other participants in the secondary market. 
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TABLE I 


A.385 


Primary Market Sales vs. Secondary Market 


Sales, 1961 000's of Dollars 


Treasury Bilis 


Canadas and Guarantees: 
under 3 years 


over 3 years 
Provincialis and Guarantees: 
‘public sale 
parity & Savings bonds 
Municipals 


Corporate, public sale 
private sale 


Less 


Primary Secondary 
Market(1) Market (1) 
Sales sales 

6,240, 000 6,142,159 (4) 


1,325,000(3) 4,618,820 
875,000(3) 1,961,748 


9,000 
204,645 
462,180/4 368, 087 
418,460 1,400,230 
248,050 
10,520,386 15,780,048 
1,015, 000(3) 


9,505 , 386 


(1) Source; Financial Post Reeord of Financing in 1961. 
(January and February, 1962). 


(2) Source: I.D.A.C. 


(3) Of the Primary Market Sales, the following gross 
amounts were taken by Bank of Canada and paid for 


by surrender of other maturing debt, 


Substantial 


amounts were later distributed to the public 
through the secondary market, 


Canadas, under 3 years 


Canadas, over 3 years 


$ 440,000, 000 
$ 575,000, 000 


$1,015,000, 000 


(4) Bills purehased by dealers at Thursday auctions are 


ine luded. 
shown, 


Purchase and re-sale agreements are not 


8. Although the secondary market sales of 


I.D.A.C. members only are shown, the total volume 


represents 166 per cent of primary market sales. 
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Excluding Treasury Bills the figure would be 295 per 
eent, 

9% It is of interest that approximately 9% 
per cent of the total recorded volume was handled by 33 
dealers who carried irventories of over $1 million. If 
sales of Treasury Bills were excluded the proportion 
would be about 92 per cent. (Reference Table 3). 
II. ORIGIN OF SECONDARY MARKETS IN CANADA 

10, At the turn of the century there was to 
all intents and purposes no broad securities market 
in. Canada and, in fact, as far as debt securities were 
eoncerned this condition existed up to the advent of 
the First World War, Prior to 1914 almost all Canadian 
eapital requirements were met by imports from the United 
Kingdom and, after 1914, by imports from the United 
States, It was not until the U.S. market was restricted 
by the entry of the Americans into the war in 1917 
that Canadians were faced with financing the major share 
of their own capital requirements, During the period 
prior to 1917 there were markets being made in 
Canadian debt securities in London and New York but lack 
of an efficient market system in Canada, coupled with 
poor communications, did not provide the domestic 
investor with a satisfactory means of buying or selling 
bonds. The Victory loans, first offered to the public 
in 1917, brought about the necessity for the establish- 
ment of a secondary market as a substantial volume of 
bonds had been placed domestically. 

11. As early as 1914, the Bond Dealers 


Seetion of the Toronto Board of Trade had been formed and 
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in 1916 dealers in Montreal became interested in an 
association which resulted in the amalgamation of the two 
into the Bond Dealers Association of Canada, This group 
the predecessor of the present I.D.A.C., originally 
consisted of 32 dealers from Montreal and Toronto. By 
1919 the Association had grown to 72 members, ineluding 
some from Western Canada and the Maritimes, and an 
active secondary market had begun to develop. This 
market developed actively during the 1920's and 1930's 
but was relatively stele a during Worid War a 
However, with the enormous expansion of the economy in 
the post-war period, the demand for capital grew very 
quickly, resulting in a highly-developed, vigorous 
secondary bond market, 
III. THE SECONDARY BOND MARKET TODAY 

(A) How Markets are Made 

12. Those who normally participate in the 
secondary bond market as it is presently constituted are 
members of the I.D.A.C.; Trading Departments of the 
Chartered Banks and the Securities Department of Bank of 
Canada. In addition, members of the various Stock 
Exchanges in Canada and a number of other brokers and/or 
dealers licensed to deal in securities with the public 
by Provineial Seeurities Commissions may participate 
but experience has shown limited activity by these 


groups. The number in' each category: 
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TABLE 2 
Members of th I.D.A.C. 185 
Chartered Banks s) 
Bank of Canada pa, 


Total 194 


Members of Toronto, Montreal and 
Canadian Stock Exchanges (non | 
THA...) NS 


Other licensed brokers and/or 
dealers, not included above (1) 200-250 


(1) Souree: 2.D.A.¢C. 


13. These dealers participate to a widely 
varying degree, The large majority makes use of the 
market only to execute orders obtained from clients and 
in most cases should therefore be deseribed as agents. 
Others, while acting as agent in certain transactions, 
normally act as principals, buying and selling Lor «their 
own account, From the results of a survey based on 
figures for 1961, presented in Table 3, there are 16 
dealers who customarily maintained total positions in 
excess of $5,000,000 and 17 dealers whose positions 
were between $1,000,000 and $5,000,000. These dealers 
are, generally speaking, responsible for the origination 
and maintenance of secondary market levels. It is only 
through the willingness of such dealers to assume 
liabilities for their own risk that a continuing market 
without unduly sharp fluctuations can be achieved. 

14, Table 4 summarizes inventory positions 
of members on a quarterly basis during 1961 by class of 
securities. Both long and short positions are shown and 


it is of interest to note the frequency with which short 


siyoin® si 
venilie sap een 
esi OA.G.I a8 to etodmeM 
8 annsd peved ato 
) tye ae to aineet 


Ko f {[stoT 


Das [sextaoM ,otnoreoTl to aiysdmoM 
fom) eegnsdoxd Hoods netbansd 
ay | Lk) jAiglD tat 


no\bas arsdoird beaensotl teddo 


ail - 7’ ) aoe 7 AD a ae | ate ee Lan 
OGE LA yn 3) omits 

a | 
OdS-GOS (I) evods bebyfont ton .arelseb 


.0.A.d.I :90m08 (1) 


yisbiw 8 of svsqtotérsq aretseb seoniT EL 
SH3 To sey eaevtem yitiotsa sgisi sdT ,se1geb galyisv 
bis adneiio mort benistdo atebto styoexe o¢ yLno 3 ontsm 
-8399838 as bedireesb sd stoteresdd blyuode secss Jeom at 
.enolvesansid nisties ai Inegs es gnitos slidw .arecdivo 
|} tihedd tot entifos oas gnityud .,atsqtonitg as dos ERIS 
fo beasd yevive 6 To adlueet odd mote .¢nvooos nwo 
At eke eredd .€ olds? ai betmeeseiq .[3CL tot eoryytt 
ai anoldteog [stod bentstintsm yit tsmoTau9 ofw eae relseb 


enolilaog saodw arsiseb JI bas 000,000.22 to 2B89xK5 


| mofvsntgixto edt tot eldtanoqeet .yntusoce Yifsiene, .9%s 
Yino ak I ,alevel texiusm yisbaoose to sonsnsiatsm bas 
cuuees ot atelseb dove Yo easngatiftw edd cdyyonrld 

Jextam satuatinos gs Sedd Neaft mwo ttedd tot eskiiitdstt 
-beveltrios ed aso anotisutoult qisde vivbau Juoddiw 

enofdviaog ytotnsvat sexstismmue 1 sideT AL 

to aesio yd £301 anitwS etesd yintestrsup s ao etsdmem to 
bas awoda 998 anolitaog diode bas gnol dtodd .eettiavces 


| 
t 
arelseb seetT  .000,000,a% bas 000.000.L4 meewted erow 
dvioda doidw ditw yoneype rt sdt ston ot teatstnt to et tt 


A.389 


~F.. 


TG61 SSaequpy zo AsarNS °O°¥°G°I zsoano0s 


| 
| 
| eer SBT z¥19 | SBT STVLOL 
| 
| 


YOSZST 


671 aedeg °0o9 
SOUEUTY 2B TeToiIemmo) ssey] 


| 
| 

| 
J 
| 
{ 

| 


6Z6ST SST 
sot |. £7 oe =u Ws (See ee 666'%- 000°C 


e SE Sd aE pa ey 
wes : 7 ae I adaeedl WG as pa 
pepe Peb ep ep acetate beet ep eter 


s,$ UW s,$ jo s,§ 0 


@o 
No) 
foe) 

wy 

fo 9] 

par) 

fo) : 
N 

i nl 

wn 4 

o 
Lend 

ie) 

toa) 

rol 

wy 

co 

o- 


SUOTT TIN SUOTTTTH 
SISGUAN|WTOA SeTes| srsqwaw_iToA sates szaquay |ToA sates Siequay |i TOA seTes| sasquay 
JO “ON} peutquo JO “ON | poutqmoD; jo °ON || peutqmod}; Jo °oON 


| 


iasadeqg 
WoiemmMeD BZuTpnyoxe 


*qedq 2 puog °di095 


£103u2Aul Aqyzeqzend 
aZe1s9ay 


sirek ¢€ 3epun 
PQnueIeny Y sepeury 


STITG Aansessl 
[erspedg 


steqtdsoy ¥ 
coyos ‘sTedyotunmy 


soaqueiens 
} TepOupAoad 


SiPeeh € ABAD 
ISSQUEIEND Y epeured 


€ Fiavl 
FANTOA SZIVS CALVTaY ONIGNIONI - 


T96T HOF AVOINAANI ATaaLavad aDVaGAY dO FZIS AW - “O° V°A°I BHL JO SUAGNW AO SATUODSLYO 


2 Istontvesd 
e9s3n818u0 


eseTsvA 


SET SED 2 eabstsd | israbot 
Yresasval yirs3reup 


| exsey € tebatl | effia YxvessIzT 


. 


Yo son | ie . of ff beatdwed 
exsdmcM UoV asis2; exedmsi{ | ploy eslez 
| aood Lin 
2*& 30 


eas 


fore 000,000.4 


s$oa2 AI i900,000,2 zewd 


gioa esi ff Sais | eal 


eoresld 2 istotamus) eesti 
segs? .co 


saes <evsdee lo yoveb2 .9.A.0,1 :sa7o2 


, 
i 
f 
f 


A.390 


aS 


7OT SZ 
gee‘ z(s) 


€Z8°€T 


#68 °8z 
€ (s) 


T77 OT 
st (S) 


z90°Sz 
eg (S) 
66 92 


ee *z(s) 


#00 6cL 
9T9 (Ss) 


8t6 ET 
787 *7(S) 


SaelOAY 


T78 127 


tso*s(s) 
Tze te 
Ove ee 


6 (s) 


Z7e OL 
Sp 6 (s+) 


ecT Oc 
et (s) 


98Z°EZ 
626 *7(S) 


620° Oc 


798° LLT 


T96T 
4 Se = 


*796T ‘saequey yo Asarng °o°y*q*] 2:eo.mos 


cet 7SL c€ 
dyer) «lee Ecc «TO OTe «SENTLL Te9'St OST'ST GEL*ZT COST 926°09E O22 °904 96120” 860° 96 809°L6z 
Shz*lT(S)v_*t(s) eTe*zZ(S) vst(s) zz (Ss) zez (Ss) €oT (Ss) L0z(S) 999°2(S) 626°7(S) 9To*z%s) ty9*t(s) ztt*é(s) 
116°6 Cte OL O88°z 81s ETS cEe9 Zl9 C¢?7 mort, Gif, ie Loe *6 eve OL oS2*Z 
€ (s) : ¢ (ss) 
76902. «dev*6e.)0=O Ge CBOE }8=— LE T7o't 660° 9ZL0°€ OZ1°Se *POTLOE 912 Zz goe°ce €2€*?z 

€ (s) ¢ «s) 6 (8) > 
£08" cor, 46 OSS Ti «6SESTe OO CSES*E 6c Leet yr0*y 606°9 LL°9 706° 922°3 OT9°L 

oT (8) ¥% (s) st (s) cy (Ss) or (8) % (Ss) 
vre'Gz  ¢so°si  Gf0°lc Sze BEE clo’y Toe’ t wv.l*e %78°te  068°92 Lye Se zoe tt 692 EZ 
68tT (S) OvT (S) 6 (s) zt (s) St (8) ¢ (8) st (8) 6 (8) 92 (8) y8t (S) sztT (Ss) 
O7e oc tft ce Geo Se.. SEE ez *2Z ie Ezt'’s = ies Sezte $06°Tz €8¢ tz oso’Zz 9T8*Oz 
Tz6*e(s) soe (S) TL0°z(S) SOT(s) "Zz (Ss) w6T(s) 6zz2*z(s) 626*9(S) 269*e(s) soe (8) Lze8*T(s) 
8c szt Zis*OOL ESL OcL Se98c THiz sey'e ZOO. ZeL*Z O€T Oz 8ee°ZTL O08 *tZt O09¢°26 9S6€*ZTL 
Tez *t (s)ezz*t(s) 6t (Ss) ci (s) 26g «((s) Tez*t(s) ent*t(s) 
6€8°syL 66c SST esz*eor ETS Oot Os O06°EYL POL *TZT 6E8 yy. boc SSL EOL EOL 
769°TI(s) cez*s(s) Z8z ‘7 (Ss) 768 *TI(s) sez ‘s(s) 

T96L T96L'OE L96L seeaeAVY T96T To6l T96l Of TOOL “le Sueatoay T961 “Te T961 “OE Tost Oc T96TTE 

og *ydes eunp TE yorey Te *9eq OF *ydes oun yoreny iequeseq _ tequeydes eune yorey 


(SIeTTOp JO Spuesnoyyz) AtTojUSAUT 


TepOL 


(S2eTTOp jo spuesnouy) Ao UsAUT 


sasnoy SUTUTeHSY 


*aISTZ JO WST ye (S) 29q9eT |yy Aq pazyeoTpUT exe suOTyTSOd yr0YS 
*SZeTTOp FO spuesnoy} ut umoYsS st ArT07USAUT 
*papnyTour ere squnoooe qyuTof so suotz1od ,s1equEH 

*pepnToOUT jou are woTINGTIISTp Arewtad UT sensst Meu Jo ssouRTeq pTOsUy 
epepn{osut jou ere epeueg JO SpTsyno pTey pue mitzy Aq peuMO seTZLIMIeC 
“Deeg fran dd @ UO TO6T reef TepusTes syy Sutimp siequey 4q p[sy seTyTzases emoout pextTy so AloqUaaUT Tej}o} smoys LTewM3 STU] 


sesnoy 


(SIETTOp JO Spuesnoyzy) AToJUSAUT 
OT}TSod JOfvMm ISeyZO F T[:7EN Cf 


° 


SHBDUN 3A CTHH SULLIUNOUS AWOONT CHXTY JO LHOLMAANT 


@ WINCTHHOS 
SUTSWAW Id SLUOdTa yO TUvINS 
VOVNVO JO NOLLVIOOSSVY «SHHIVEd INQWISHANT FHL 


SuTziodsi sieqmey Jo °on 


TezyOL 
aedeg Tetolow 
-m09 8 soueUTyZ 


°sqey 
Q spuog *dicy 


*sqep Teqtdscy ¥ 
Tooyos ‘*drotumy 


erent) 2 *aolg 


*sif € JeAO 
°reny PF Sepp 


SS3T zo ‘sake 
go °rend F Sepp 


STITd °steq], "peg 


X7yTmMseg Jo edky 


°z 
°T 8970N 


Y TIEVL 


«) exe ste) ISO,E(e) Bde 8) £¥0,8te) 2ol(s} 


SEES OES EQ. ete 


yee p Bk fa) eet fe) Oat {2) @ | 


a: * 268,50) L£20,.¢fa 
OL.80e £88,{58 


> Bas AE (e AST Lle) ef 14s) aetie) 
206,080 SEG, Fee 


of satot 


bas, tom era ebene) 20 ebieduo bled ban mitt YS beawo esttiwoed oS 
line -sbsbulont sox one qatindratath wianiny a causal wen Yo anonaies bicead 52 


-bohuloak ets etuooos intel to ancteioq tewedmeM 4A 
e#isiloh to abusewods ai awode ei trofuevnI 42 
mrs aetrrS deere needy th wot ateeney si gentr yvonne na heen ot) i 
iiimese to eqyt 


eagnds, Lx sodnaval 


oe 


rie fey 


its 83.6 Tee.6 Ist,5 
&&S te} ~ sertey 


Shs ESL.& S888 
2 “ey et eye we) 


ey0,8 JOB. aXt.e 
“OL ye fs) 


SOE SSE AOA. 
2. iey.. 
S38, 80,4 aT5,€ 
& fa) 

5 A acs 
SES fs) €O£ fe) Wea) 


GEESE SEX AL seo.e? 


BElOSt 98s, 000 
— Rte 3 (a) 


acl Vis 
wASEL DE SBRL.OF Fett eS bar, 


des [its} RES, 2(2) oftin Cagees abet 
RER.SAT “QOS ZEL EST EOF we 
Ist.) BAT.(e) to wee 3 SAD 

- BOB, fhE O84,02 See SEE . eesl to .eTy £ 

- Sea fte) Sl fe) Vea.tle) ~~ —~—~S~S BBO 
Esc.cS OCO.TS 3f8,08 _ eety € teve 

~ ®Bl e> e8f (a) ola 3 .vorg 


—-TOERS $EB.LL gases 


= Tooise ev Gtoige 


; 3 ebood .qred 
S55;  Sbt.e8 | eye. se oadsil 
S2e. 8 EXE, O£ gd teqsi Isiotem — 
f0,.%fe) L9d,.[(2) SOL, Se): . 

Beh SOR 8B G0.98E we | fesoT 
a, aerate etodaeM to ol 
“seer a Yerwe DAME rexmee 
eee at neg ae 


rebh Shima pies acs ky a 


Nethercut & Young A,391 
~ 


Terento, Ontario 
positions occur, 

15. Over the years the efforts of dealers to 
achieve a proper mechanism for the handling of business 
has resulted in a program of eareful selection and 
training of trading serene development and applicat- 
ion of sqeipecet substantial expenditure for these 
facilities and the continual refinement of reguiations 
and ethical practices, Each dealer employs irom 1 to 21 
trading peseonnel whose activities are related directly 
or indirectly to virtually all other departments and 
employees in the organization. The Trading Department 
may well be regarded as the nerve centre of a dealer's 
operations since advice must be sought in this area 
pefore any transaction of a primary or secondary nature 
‘can be completed, 

16. <A widespread system of branch operations 
has been developed by many dealers in Canada and some 
have established offices in the United States, Great 
Britain and Europe. Vast networks of private wires, 
private telephones and various public services are 
utilized to maintain constant contact with markets 
both national and international. This system of 
communications permits pertinent information and market 
changes te be available nationally within minutes with 
the result that an inveetow minoat anywhere in Canada may 
keep abreast of current developments, Adequate and 
equal service is available almost simultaneously from 
coast to coast, allowing the industry to draw upon the 
savings of the nation. Customarily business may be 


conducted each business day between 9 a.m, and 5 p.m, in 
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each of the time zones, During these hours traders 
are constantly in contact with other dealers to make 
their requirements and offerings known. By this method 
markets are made and matching transactions can be 
arranged, 

17. Actions taken by the people responsible 
for making secondary bond markets result from their 
varying interpretations of the information whieh is 
available to them. Markets do not remain static for any 
prolonged period, as investors are constantly on the 
alert to anticipate changing conditions whieh may or may 
not come to pass but serve to stimulate market activity. 
In considering bond markets, price levels in themselves 
are not, generally speaking, of as much significance as 
the rate of return or yield to maturity. For this 
reason, prices for all categories of bonds, with the 
exception of those which carry special features, tend to 
move in the same direction when ehanges occur, This 
frequently results, when interest rates are tending 
higher, to create an oversupply of securities in the 
market, This oversupply situation is corrected only 
when investors feel prices have been reduced to an 
attractive level. Conversely, when interest rates appear 
to be working lower, supply dries up until a level is 
reached which appears in the minds of investors to 
warrant some liquidation. This process of adjusting 
yields to changing conditions is aided and moderated 
by those dealers who are prepared to anticipate such 
Swings and to take positions for their own account. When 


a dealer has taken positions in certain issues and orders 
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to buy or sell as the case may be are not forthcoming, 
he is frequently obliged to hedge his positions in other 
issues. In this way a determined effort is made to 
maintain stability. Dealers perform this function in 
anticipation of overall profitability in this area of 
their operations. Frequently, of course, losses are 
sustained through poor judgment or other factors beyond 
their control, The ability of dealers to hedge long 
positions is restricted by the limited number of 
financial institutions who make it a practice to lend 
bonds at reasonable rates, If a larger number of 
institutions would make bonds available at competitive 
rates for this purpose, the functioning of the market 
would be materially improved. Bank of Canada, Chartered 
Banks and Trust Companies have the necessary facilities 
to accommodate such borrowers, Toids suggested that this 
practice be broadened and that dealers inelude the 
figures of such borrowings in their weekly report to the 
I.D.A.C. 

(b) Reguiation of Secondary Markets 

18, There is relatively little direct 
legislative regulation of secondary bond markets when 
compared, for example, to the regulation of new issues 
and primary markets, That this area of trading in 
securities has not attracted restrictive legislation is 
indicative of the generally high level of integrity with 
which the dealers have conducted their business. 
Legislation has, however, been enacted which requires 
brokers, dealers and salesmen to be licensed before 


trading with the public. 
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19, Over the years specific regulations 
econeerning the trading of securities by members of the 
I.D.A.C. have been deve loped by the industry as are 
described in the Blue Book of the Investment Dealers' 
Association of Canada, Pages 426 to 434 inelusive. 
Failure to abide by the Regulations is subject to certain 
penalties as outlined in By-Law No. 8 of The Blue Book. 
In addition to the penalties for breach of the 
Regulations, the District and National Business Conduct 
Committees have broad powers to fine, suspend and/or 
expel any member (1) whose business conduct or practice 
is unbecoming a member or detrimental to the Association 
or (2) whose financial arrangements, associations or 
affiliations are objectionable. 

20. In addition to the I.D.A.C. whose 
regulations govern trading by its members across the 
country, there are Bond Traders Associations in Toronto 
and Montreal, These Associations operate independently 
but in elose conjunction with the I.D.A.C. and their 
Trading Regulations are now identical, The Chartered 
Banks do not hold membership in the 1I.D.A.C. but Trading 
Departments are members of the Bond Traders Association. 
Consequently, they conduct their business in accord with 
the I.D.A.C. Regulations. While members of the I.D.A.C. 
are customers of the Chartered Banks, the latter are also 
eompetitors in various areas of the bond business, 
raising a question of possible conflict of interest, 
Nevertheless, it is suggested that the Chartered Banks 
perform a useful service as participants in the secondary 


market, The Bond Traders Associations recommend changes 


anotislugst obhtosge ersey edd tev0 (OLY so 


edd to exsduem yd estiiausose to onitbsid edd grtnrsonoo 


sis 6& yYiteubat edd yd beqoiseveb nesd evan .O.ALd.1 
hestelseG vaemteeaval ond To slood ould sect nk bsditoesb 
-eviaplont HE oF OSH gogstd pebsnsd to nolttstoores 
intsduso od Qoetdue ek anotisluygsh sii yd ebtds ot srults® 
M008 seit efT to & .oM wsd-ya at bentidvo as aetdiseneg 
end to doserd tol estiisnsq sdd ot} nottibbs ‘al 
JoubmodD aesakawd Laenottsn bas Jotitieid end .eqottsiusen 
mo\bas bausqaye ,eatt of erswoq bsord sved esetdimmod 
soldosrq to toubmoo aesntaud seonw (1) odwam yrs Leqxs 
notisiooseéA ocd ot Latuemtrteb to Tedmen § yatmoosdny at 
"o enolistooees ,atiasmogasiis Lstonsnit seodw (8) to 
.oidsenotiostdo sexs) enoltstitits 

Seow .D.A.0.0 ond of aotvibbs: nl «08 5 


end aso%ss eavedmem avi yd antbsxd nwevonm enotisiugest 


i 
ovnotel mt enofistooeeA avtebsiT biog exs sterd .yatavoo 
és iktniene! stsvego anoitstooaeA sasiT  .[sertmoM bas 
| “fedd bas .D.A.d.1I odd ditw nottonutaos seols nt tud 
| hberevisd) edT .fsotinaebt wom 9% esolisivugeH satbs1T 
| anibsul vod) .D.A,a.1° odd cut qidertsdmom Blod von ob einsa& 
| -foltstoorsA erebsxT boot. end to exedvem ors etnomtrsqsd 
diiw btooos at aaenteud wtedd doubnoo. yor? .yLineupsanod 
0.4.0.1 odd to avedmom oltdW .enotssinged oD.A.Gs1 edd 
oafs 918 teddsi{ ot ,adnse& bowedascdd sd to atemoteso emis 
.2e8onteud bnod snd to esers avyolusv’ ak erottieqmos 
.Jeetstmi to Jotitnos sidteeaog to aottseup s antetss 


enasm bereduserid oii Jedd bedvesygue at Ji .,peoledtd1sven 


yvisbnooss odd at einsqiotiasq as soivise Isieery 8 sto tted 


esansdo baemmooet enotisitoogeA ersbstT baod eAT  .deolrsm. 


Nethercut &é Young A ° 395 


Terente, Ontario 


in trading regulations to the I.D.A.C. as market 
conditions dictate, and it is very rarely that these 
suggestions are not acted upon by the senior body. 

21.. As. evidence ofthe integrity of the 
participants in the secondary market, it is interesting 
to note that transactions customarily are made verbally, 
with written confirmation being received the day 
following that on which the business was done. It is 
seldom that any misunderstanding has occurred, but when 
this has happened between dealers, the Bond Traders 
Associations and the I.D.A.C. have been able to settle 
the matter quickly without reference to arbitration 
outside the Associations. 

(c) Capital and Margin Requirements 

22. The capital requirements for membership in 
the I.D.A.C. are stated in Appendix "A" of this 1.D.A.C. 
brief, For those dealers who undertake liabilities of 
some consequence either for primary or secondary market 
operations, the need is substantial. A schedule of 
margin requirements, established to the satisfaction 
of the banking system, affords adequate protection to 
the lender for loans made to dealers against seeurities 
pledged. In addition to these minimum stipulations 
further specific liquid eapital requirements must be 
maintained. This program is supervised by an 
established audit system and failure to comply is subject 
to certain penalties. Specific details of capital and 
margin requirements are contained in the I.D.A.C. Blue 
Book, By-Law Number 8A, pages 334-338 and eaten 


pursuant thereto pages 405 to 412. 
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(d) Characteristics 


23. The character of the secondary market is 
conditioned by the supply and types of securities which 
are available for trading. The table following indicates 
the supply of Canadian debt securities as at December 
31, 1961 by par value and the approximate number of 


individual issues, 


TABLE 5 
TOTAL DEBT (1) NO, OF 
in millions of dollars ISSUES (2)) 
Canada Treasury Bills 1,835 26 


Canadas & Guarantees 


(ex savings bonds) 12,663 44 
Provincials & Guarantees 8,190 700% 
Municipals 3,960 4ooot 
(estimated) 
Corporates Telly , 10004 


(estimated) 


TOTALS 33,815 5767 


Source: (1) Bank of Canada, Personal Communication, 
April, 1962. 


(2) Various personal communications. 


24, While there is a yield relationship which 
prevails throughout most categories of bonds, the trading 
characteristics vary from one class to another. The 
secondary market for Treasury Bills and Canadas under 3 
years to maturity (the "Money Market") are covered in 
Appendix G of this I.D.A.C. brief and will not be 
diseussed herein. 

25. The volume of trading in Canadas and 


Guarantees maturing beyond 3 years is normally greater 
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than in categories other than Money Market, In the 
earlier maturities of this group the market has 
reasonable depth and resilience but breadth is confined 
mainly to dealers, banks and other financial institutions|, 
At present the longer end of the Canada market cannot 

be said to have normal depth, breadth or resilience, 

Such depth as does exist is provided mainly by the 
activities of the Securities Purchase Fund recently 
established by the Government. Reasons for this 
condition are dealt with in Section IV of this brief, 

26. Provincial issues have good resilience 
and depth since unhibited factors of supply and demand 
determine market levels, There is a steady flow of new 
issues coming to market and at the same time Sinking Fund 
operations combined with regular investment demand create 
a relatively stable balance. Certain issues, 
particularly those of Ontario and Quebec, can be said 
to have breadth due to a broad public interest within 
those Provinces but others appear to be restricted, 
in the main, to an institutional market, 

27. Municipal bonds are primarily sold in the 
form of serial issues which tends to limit secondary 
trading. Resale can be arranged, usually on an order 
basis, through those dealers who participate actively 
in the municipal market. In the few instances where term 
bonds exist, a generally favourable market is available. 

28, The market for Corporation bonds has 
breadth and resilience. However, after the first flush 
of activity which follows primary issues, sapere niauandy 


becomes difficult to obtain. If, in due course, some 
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doubt is cast upon the credit of any issuer, a supply 
then becomes available and investment buyers are 
difficult to find until the situation is clarified. Such 
cases frequently produce a speculative interest resulting 
in active trading. Corporate bonds with special 
features, such as eonveritaba at ys warrants, etene usually 
have an active market depending on the performance of 

the associated equity. 

29. It is interesting to note that in most 
circumstances the spread between bid and asked prices is 
relatively narrow, For example, in categories ranging 
from Government of Canadas maturing beyond 3 years 
through Provincials and Municipals to Corporates, the 
spread between the bid and asked price customarily 
ranges from 1/8 of 1 per cent to 1/2 of 1 per cent in the 
more actively traded issues, This is brought about by 
keen competition among dealers and results in investors 
of all classes having access to fair prices. It is felt 
that the market as a whole has reasonable depth, but on 
some occasions investors wish to move actively in a 
Similar direction, creating difficulty in maintaining 
a narrow price range. This is termed a "one-way market", 
In such instances, dealers who are prepared to take 
positions help to alleviate the situation until such time 
as investment buyers or sellers can be found. 

IV. SOME FACTORS AFFECTING SECONDARY MARKETS 

External 

30. The relative leveis at which bonds sell 
in the marke t are basically established by present, and 


estimates of future, supply of and demand for funds. As 
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Canada is a developing country, there has almost always 
been a greater supply of bonds available than there have 
been funds seeking investment. If, during the early 
years of development, Great Britain, and in more recent 
times the United States, had not supplied large amounts 
of capital for the purchase of fixed-interest bearing 
securities, our economy could not have expanded to the 
degree which has been reached. Since we have had to 
depend on imports of capital to supplement what we were 
able to generate internally, our interest rate structure 
originally followed the levels established in Great 
Britain, but for many years now has been more closely 
aligned to that prevailing in the United States, It is 
only natural, therefore, that interest rates in Canada be 
higher than those prevailing in the United States if 
funds are to be attracted to this market from time to 
time. While the trend of interest rates in Canada 
usually adjusts to the general pattern in the United 
States, following a reasonable interval, it does not seem 
likely that any regular spread in rates between the two 
markets can be established. This thesis is borne out by 
reference to Charts I and II. Definition of a reguiar 
Spread would seem to be precluded as policies peculiar 
to one or other of the two countries are varied, 
producing changes in the attitude of investors. 

Internal 

31. With the influence of the American 
interest rate structure in mind, there are many factors 
of a purely Canadian nature which constantly have a 


bearing on the level of prices in our bond market, 
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Probably the single most important factor relating to 
interest rate trends in Canada is the Federal Government '! 
fiseal policy. Closely associated with this is the 
direction of monetary policy, administered by Bank of 
Canada. Government fiscal policy is described in the 
annual budget address customarily presented to 
Parliament by the Minister of Finance sometime during 
the first six months of the calendar year. Occasionally 
there have been supplementary budgets and from time to 
time either in Parliament or during a public address the 
Minister of Finance has indicated certain policy 
changes. Because of the influence of Government shiddicy, 
not only on the interest rate structure but on business 
planning in general, it is suggested that a great deal 
of uncertainty would be avoided if the budget address 
were to be delivered during the month of April each year. 
Also, for the same reasons, we suggest that an informat- 
ive public address on the state of the nation be made 
annually by the Federal Government during the month of 
October, 

32, The cornerstone of our interest rate 
structure is the rate on Federal Government obligations 
as these are considered almost risk free with regard 
to repayment of principal and interest due to the un- 
limited power of taxation and credit creation vested in 
the Government and Central Bank authorities. Interest 
rates for Government of Canada Bonds are, therefore, the 
prime rates on which rates for other bonds of similar 
maturities are based and from which the others vary 


according to the credit rating of the borrower. 
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33. During periods of economic recession and 
unemployment the practice of deficit financing for the 
purpose of revitalizing the economy has been generally 
accepted as a necessary social obligation. However, 
during the past 7 fiscal years ending March 31st, (1955- 
61 incl.) we have shown cash deficits in 6 years (with 
a small surplus in 1957) and the certainty of a deficit 
in the year ending March 31st, 1962. These deficits 
have occurred despite periods of prosperity which 
occurred during the years 1955-56, 1958-59 and 1961. 
These factors, together with the concurrent increase in 
money supply which has been necessary to finance the 
deficits, have done a great deal to destroy the 
confidence of investors in Government of Canada 
securities. Stability of price, which was the prime 
consideration in the minds of investors when they 
purchased Government of Canada securities, has been 
sharply reduced in this period. To take up the slack 
in Government financial requirements during recent 
years, the terms of the annual offering of Canada 
Savings Bonds have been expanded to the extent that a 
total amount in excess of 4 billion dollars is now held 
by the Canadian public. It would appear that the 
original intention of making this instrument available 
to the small saver and the payroll savings ee has 
been discarded in favour of using the program as a means 
of obtaining funds on a volume basis, 

34, The investor has also been encouraged by 
the 20 per cent dividend tax credit to become more 


interested in equities which are regarded as some 
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protection against inflationary tendencies, While this 
has been beneficial to the financing of Canadian industry 
through equity issues, with an increasing volume of 
Savings moving into the stock market, the private 
investor would seldom find himself in a position of 
wanting to purchase more than $10,000 of Government of 
Canada Bonds during the period of a year and this amount 
he has recently been able to obtain in the form of 
Canada Savings. These factors have tended substantially 
to reduce the number of private investors as buyers of 
Government bonds not carrying an early redemption 
privilege. Additional features concerning the Canada 
Savings program are discussed in Appendix B of this 
I.D.A.C. brief and mention is made of them rere only to 
describe the influence which they have exerted on the 
breadth of the market for Government securities, The 
high level of taxation which has been reached, together 
with the erosion which has occurred in the purchasing 
power of our dollar, has tended to divert the interest 
of most investors away from Government of Canada 
securities and toward the higher yielding Provincial, 
Municipal and Corporation bonds. At the same time, the 
eost of capital to these more junior borrowers has been 
increased, 

35. The institutional investor who, for one 
reason or anothew,, cuss maintain a substantial portfolio 
of longer term sraeneed has reduced proportionately his 
holdings of Government of Canada Bonds: and increased 
the other three categories. In other words, the 


professional investor regards those securities carrying 
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additional yield as compensation for the loss of price 
stability which was formerly provided by Government of 
Canada securities, 

36, Other investors such as the Chartered 
Banks, Trust Companies, and Corporations are, however, 
substantial buyers of short dated Government bonds. 

Only in this area, can volume be obtained to meet their 
requirements and, of course, prices are relatively stable 
due to the nearness of maturity. This section of the 
market has been greatly broadened and deepened due to 

the development of the money market which was undertaken 
in 1954, The particulars of this operation are 
discussed in Appendix G of this I1.D.A.C. brief. 

37, The Federal Government recently has 
followed a policy of obtaining its requirements, both 
for new cash and refundings, from the short to medium 
term areas of the market, This has helped to remove 
pressure from the long term market and has made possible 
financing by Provincial and Municipal Governments as 
well as Corporate borrowers, many of whom would otherwise 
have been obliged to borrow in the United States market, 
In addition, the newly operating Securities Purchase Fund 
and the retirement and cancellation of bonds held by the 
Unemployment Insurance Fund, as announced in the Budget 
of June/61, have helped to reduce the supply of long 
term bonds for which there has been virtually no other 
demand and consequently have heiped to maintain 
relatively stable market levels, While such programs 
are of importance in providing temporary support to 


bond markets, it would appear to be unrealistic to 
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continue indefinitely a program of debt monetization. 
Rates of interest on Government of Canada bonds set the 
standard for most. other classes of bonds, It is obvious 
that a method to restore confidence in Federal 
Government securities is of major importance if markets 
are to be stabilized over the long-term and the general 
functioning of the economy is to be improved. 

38. There are many technical innovations which 
might be introduced in an effort to re-establish 
confidence in Government securities, However, it is 
felt that most technical suggestions would probably tend 
to veer away from orthodox financing practices and 
would result in cnly artificial stability. The problem 
should be approached through @ program which will 
improve the intrinsic value of Government bonds. It 
would seem, therefore, that the major factors for 
consideration would be: 

Ls A determined effort to hold 

government spending within a balanced 

budget during «ther than recessionary 

periods and that when deficit spending 

appears to be necessary, sincere effort 

be made to direct funds toward the 

areas which are most likely to produce 

erowth, 

Qi A re-examination of the tax structure 

and a iene to an equitable level to 

produce ereater ineentive and growth 

without reducing revenues, 


39. If the basic problem of lack of confidence 
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could be satisfactorily resolved, the functions of the 
secondary market would help to establish a stable 
interest rate structure which would greatly benefit the 
conduct of the economy. 

HO, Bank of Canada re-discount rate should 
revert to a stated rate which would permit the 
authorities to indicate clearly the intended direction 
of monetary policy (see also Appendix "c"). This in turn 
should permit greater flexibility by the Chartered Banks 
in their administration of prime and call loan rates, 
These rates appear to have been somewhat higher than 
necessary during several protracted periods, which may 
have been brought about in an effort to compensate Tor 
the unrealistic limitation of 6 per cent during periods 
of monetary stringency. Call loans are supported by 
adequate collateral, providing prime eredit for the 
Banks, Lack of flexibility by the Banks has driven 
borrowers to non-bank lenders thus narrowing the market 
by permitting potential investors to escape liability 
while employing their funds profitably. It is also 
suggested that non-bank lenders may not always be 
equipped to supervise these loans as effectively as 
the Chartered Banks. Nor does this procedure permit the 
monetary authorities and others to have proper knowledge 
of borrowing activity. 

41, Income tax rates and the income against 
which the tax is assessed differ from one class of 


investor to another, as is indicated in Table 6. 
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TABLE 6 Approximate Tax Rates 
Some Canadian Investors Coupon Capital 
Lo Appreciation % 
Chartered Banks 50-53 50-53 
Trust Companies, capital 
account 50-53 nil 
euaranteed 
account 50-53 50-53 
Insurance Co.'s - Life,mutual nil nil 
Life, 
shareholder- 
owned 50-53* nia 
General 50-53 no 
Pension Funds a. rad 
Mutual Funds - mutual a3 nil 
- growth 50-53 nil 
Estates and Trusts 14-80 nil 


Charitable ,Religious 


& Fraternal Organizations nil nil 
Individuals 0-30 nil 
Non-financial Corporations 50-53 nil 


Provincial & Municipal 
Governments nil nil 


* on that part of income which is transferred to 
shareholders! equity. This amount is set 
actuarially. 


These approximate tax rates may be modified 
by rulings of taxing authorities according to individual 
circumstances, 

42, In order to maximize after-tax income, 
the requirements of one investor will vary from those 
of another in a different tax classification. For 


example, an individual in the higher tax brackets would 
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be more interested in a low interest bearing security 
selling at a discount from par than in a high interest 
bearing security selling at par or at a premium over 

par, since he pays no income tax on capital appreciation. 
Conversely, pension funds, which are not taxable as to 
either income or appreciation, would be interested in 

the highest yield whether from a large coupon or from a 
substantial discount, As many investors are ina 
position to benefit greatly from non-taxable capital 
appreciation, bonds selling at a discount normally are in 
demand and trade on a lower yield basis than do higher 
coupon bonds. Hoever, despite the lower gross yield 

such discount bonds usually provide a higher after-tax 
yield. Specific examples of the foregoing generalization 
are shown in Table 7. 


TABLE 7 
Examples of Gross and After-Tax Yields 


- tax rate taken as 50 per cent on 
interest income, 


Gross After-tax 


price Yield wield 
Coupon Maturity L 
Prov.of Ont. 3% 0ct.1977 80.25 4.80 3.10 
Prov.of Ont. 6% Nov.1979 1063755. "5.26 2.52 
Canada 33% June,1976 83.25 4.89 3.08 
Canada 53% Oct,1975 POR. 25), i Sar 2.47 


43, Differences in the length of time to 
maturity play an important part in the requirements of 
various classifications of investors. Some, such as 
Benks, Trust Companies and most non-financial corporat- 
ions, are generally interested in short term securities 


as a high degree of liquidity is required for most of 
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their funds. Others are usually prepared to invest 

in mid to long term securities although for particular 
reasons, such as an anticipated decline in the market, 
they may invest some of their funds in short term 
securities. 

ii, Bond issues for which Sinking Funds or 
Purchase Funds have been established normally have a 
more favourable market than term bonds without these 
provisions. The annual requirements of such funds, 
affording underlying purchasing power in the market 
coupled with consequent debt reduction prior to maturity, 
creates broad investor confidence, Bonds issued with 
stipulated instalments maturing each year over the term 
of the obligation (serial bonds) are commonly sold to 
investors who do not contemplate re-sale. As a result, 
the secondary market for such bonds is not active 
although, through, negotiation, other purchasers can 
usually be found. Bond issues which are sold by way of 
private placement to a limited number of financial 
institutions are not as a rule actively traded in the 
secondary market. As in the case of serial bonds, 
the investor purchases such issues with the intention of 
holding until redemption, However, new investors can 
usually be found should the original investor care to 
liquidate his holding. 

45, Bonds carrying special provisions, such 
as convertibility into common stock, warrants to purchase 
stock and/or a bonus of common shares, trade in the 
secondary market at prices which bear greater relation 


to the performance of the underlying equity than to the 
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normal interest rate structure. Convertible bonds, 
for the period of convertibility (which commonly is 
less than the full maturity of the bond), usually 
trade at a premium over the related value of the under- 
lying equity. When the warrant or bonus features have 
been detached, or when convertibility has expired or 
lacks current value, the market for such bonds 
develops in line with the normal interest rate structure, 
having regard to the credit rating of the issuer, 
V. RELATIONSHIP OF BANK OF CANADA TO SECONDARY MARKETS 

46, Bank of Canada has Securities Represent- 
atives situated in its offices in Toronto and Montreal 
who maintain contact with the Investment Industry. 
Transactions may normally be arranged through them for 
the account of the Bank between the hours of 10:00 a.m. 
and 3:30 p.m. Transactions on behalf of others for 
whom they are acting may be arranged during the trading 
hours of 9:00 a.m. and 5:00 p.m. When the Bank has 
an interest in any specific issue either as principal or 
agent, its policy is to consider firm offerings and 
firm bids. iInfrequently an immediate reply may be 
forthcoming, but on most occasions approval must be 
obtained from the main office of the Bank in Ottawa, 
Delays of up to several hours are not uncommon causing 
considerable uncertainty to the market. As Bank of Canada 
is an important and generally active participant in 
the secondary market, it is recommended that a program 
of expediting reply be implemented. 

47, Deleted, 


48, Bank of Canada deals in securities to 
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implement monetary policy, to adjust portfolio, to 

act on behalf of Purchase Fund and Government accounts, 
and more recently to redistribute certain new issues 
which it has accepted in whole or in part at time of 
issue. Consideration of methods used in distributing 
new issues is presented in Appendix "B"” of this I.D.C.A. 
brief. However, the type of issue which is more or less 
continuously available to investors ("a tap issue") is 
harmful to the free operation of market forces as it 
effectively establishes a ceiling on prices or may well 
ildad *to.roverspeculation iby dealers in their efforts to 
fully purchase, i.e, “clean up" the total issue. The 
market would function more effectively if substantial 
portions of all such issues were offered to the public 
at advertised prices and it is recommended that this 
policy be followed in future, 

49, Deleted, 

50. There is doubt that the Central Bank 
should act as agent for Government accounts and Purchase 
Fund as this seems to centralize a disproportionately 
large amount of the total funds which are actively in the 
market. Such accounts might be handled by the Department 
of Finance or by establishing separate trading functions 
for each account, thus reducing possible conflict with 
monetary policy. 

51. It is recognized that many dealers and 
others have become accustomed to the present operations 
of the Bank and spend a great deal of time in trying to 
anticipate the Bank's policy. Inevitably some of such 


judgments prove to be incorrect and many have been prone 
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to find fault with the Bank for not following the 
course which they had anticipated, If the above 
suggestions were implemented such people would be obliged 
to rely upon their own judgment and could not blame 
the monetary authorities for their own errors, 
VI. MARKET DATA, AVAILABILITY AND ADEQUACY 
52. In the normal course of events there is 
much statistical data which is regularly referred to in 
assessing market behaviour. For example, the weekly 
Financial Statistics provided by Bank of Canada enable 
those interested to keep abreast of many important 
factors. The Investment Dealers Association gathers and 
makes available to its members statistics relating to 
their overall non-bank loaning position. The Association 
also provides the press with a regular service covering 
the more actively traded issues. Individual dealers 
supply the public with quotation sheets, money market 
statistics, general market comment, specific bids and 
offerings, and a flow of general information. The 
Dominion Bureau of Statistics supplies much useful 
statistical information. The Department of Trade and 
Commerce publishes reports on the Outlook for Private 
and Public Investment in Canada, In addition to 
these sources of information which are readily available, 
there are a number of statistical and/or forecasting 
services available in Canada whose information and 
projections are useful in predicting future yield trends. 
53. Information relating to Central Bank actio 
in the market and the reasoning behind such action would 


enable the market to function more smoothly. At present, 
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the only detailed comment available on the Bank's 
actions and objectives is contained in its Annual Report, 
A reguiar report similar to the Monthly Review of the 
Federal Reserve Bank of New York or the Quarterly Review 
of the Bank of England would be helpful to market 
participants. 

VII. CONSIDERATION OF A BOND EXCHANGE 

54, From time to time, the question has 
arisen as to whether an organized Bond Exchange would 
provide better operating results than are now available 
through the dealer secondary bond market. There are 
some aspects of an organized exchange which might be 
beneficial but it is submitted that the present system, 
which has evolved over the years, is best suited to meet 
the requirements of bond trading. 

55. Some of the advantages of an exchange 
operation would appear to be the recording of volume and 
price changes and establishment of a focal point which 
might attract greater participation by the general public}. 
However, bond quotations are readily available and 
volume figures would have little meaning since one major 
transaction would far outweigh, in its influence, any 
number of small transactions. The equity market is 
representative of almost every type of private industry 
and, while the market generally may be moving in one 
direction, special considerations may cause some stocks 
to move against the prevailing trend. This divergence 
of trends is not a factor in bond markets, since in 
most cases prices are based on yield. Individual 


price changes are, therefore, not significant since 
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arbitrage quickly adjusts discrepancies, 

56, The level of bond yields is largely 
developed by those professionals who manage substantial 
portfolios, The price at whicn the small investor 
may deal is, as a result, usually established by the 
major investor and provides the former with the safeguard 
of professional judgment. Furthermore, dealers who 
position bonds usually complete such transactions at net 
prices in line with institutional prices and consequently 
the private individual completes his business at a 
minimum of cost. If an organized bond exchange were 
established to replace the over-the-counter market, 
substantial costs for additional facilities would be 
required, The added cost of these facilities would 
have to be borne by the public in the form of established 
commissions. As an example, a dealer would regard a 
spread of 1/2 of 1 per cent, or $50 on a $10,000 
corporation bond transaction in the secondary market, as 
reasonable compensation, Under stock exchange 
commission schedules, a $10,000 transaction in shares 
of the same company selling at $50 would cost the 
investor $80. 

57. An exchange-type transaction requires 
the matching of off-setting orders with the broker acting 
as agent, However, due to the size of many bond 
transactions it would be unusual at any given time to 
find that matching orders existed. In recognition of 
this, dealers have organized themselves to assume 
liabilities, thus providing the service required without 


revealing the size and scope of orders. In the secondary 
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bond market, the problem of investors moving in the 
same general direction frequently presents difficulties 
and these would be sreatiy aggravated by disclosure 
of transactions on an organized exchange market, 

58. Bonds are traded on the New York Stock 
Exchange but only in relatively moderate volume. It is 
noteworthy that in the report of the Joint Congressional 
Committee's, "Study of the Dealer Market for Federal 
Government Securities" (Washington, 1960), it is stated 
that in 1958 only $1.4 billion in bonds were traded on 
the N.Y.S.E. vs. $176 billion of sales of Federal 
Government Securities alone through the dealer market, 
The latter figure does not include womcntiey state 
and municipal bonds for which the volume of transactions 
through the over-the-zounter market is not available. 
It is also notable that while bonds are traded through 
the London Stock Exchange, volume and prices of trans- 
actions are not published. Bonds, which formerly were 
traded on the Montreal Stock seo tettive | have not been 
traded there for over 10 years and bond transactions 
on the Toronto Stock Exchange in 1961 aggregated only 
$14,435,000 of which $11,250,000 were Treasury Bills. 
For comparison, the approximate total volume of bond 
trading by members of the I.D.A.C. in the over-the- 
counter market in Canada during 1961 was in excess of 
15 3/5 billion @efip Walnte ah). : 

59. It would seem, therefore, that the 
investing public in Canada can be best served at the 
lowest cost by the present system. A similar 


conclusion regarding the necessity of a dealer market 
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for bonds has been reached in a study of the United 
States market, tHbueet Robert V. - "Federal Reserve 
Operations in the Money and Government Securities 
Markets Federal Reserve Bank of New York 1956, page 34). 
VIII RECOMMENDATIONS 

Reference This brief has pointed out the importance 

to Text 
of the secondary bond market to the 

Para. Page 
capital market in particular and to the 
economy in general. While the secondary 
bond market functions reasonably well 
under present conditions, it is suggested 
that certain changes can, and should be 
made which would improve its utility in 
the continuing growth and development 
of the nation. 

32 17 1.) Yields on Government of Canada 
securities are the foundation of our 
interest rate structure. Recurring 

35 Ly deficits coupled with inflationary 
increases in the money supply and other 

344 17 & factors, have severely damaged the 

cS confidence of investors in Government 
securities and thus threaten the whole 

2 18 market for fixed income bearing securities 
To restore confidence in Government 
securities and stabilize the interest 

Sad 18 & rate structure it is strongly recommended 

ae 

that: 


(a) a determined effort be made 


to balance the Federal Budget 
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during other than recessionary 
periods; 
(ob) the nation's tax structure be 
examined and revised in order 
to produce greater incentive 
and growth throughout the economy. 
2.) The information presently available 
to the secondary market is, for the main 
part, adequate for investment decisions. 
However, there are areas in which 
actions and policy of the Federal 
Government are not clearly stated. It 
is suggested that implementation of the 
following recommendations would 
materially aid dealers and investors 
in assessing Government influences on 
the secondary market and would assist 
in re-establishing confidence in 
Government securities. 
(a) Deliver the Federal Budget 
during the month of April 
each ‘year. 
(ob) Deliver an annual informative 
public address on the state of 
the nation during the month of 
October. 
3.) Bank of Canada, as agent for 
Government accounts and as the administ- 
rator of monetary policy, is one of the 


most important factors in the secondary 
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Terente, Ontario 
market, It is suggested that the 
following recommendations would improve 
the functioning of the secondary market 
and would assist the Government's 
and the Bank's direction of the economy. 
(a) Bank of Canada re-discount rate 
20 should revert to a stated rate 
thus indicating the direction of 
monetary policy. 
(bo) The Bank should implement a program 
22 & designed to expedite reply to firm 
3 bids and offerings, thus removing 
one cause of uncertainty in the 
market, 
(c) "Tap issues", which are more or 
23 less continuously available to the 
market, are harmful to the free 
operation of market forces, 
Substantial portion of such issues 
should be offered to the public ai 
advertised prices at the time of 
issue, 
(d) In order to decentralize some 
23 of the funds in the market and to 
avoid possible conflicts with 
monetary policy, Government accounts 
and Purchase Fund should be handled 
by the Department of Finance or 


separate trading agencies. 
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(e) A practice of issuing regular 
Quarterly reports by Bank of Canada, 
Similar to the Monthly Review of the 
Federal Reserve Bank of New York or the 
Quarterly Review of the Bank of England, 
would aid the market's understanding of 


the Bank's actions ana objectives, 
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SHORT-TERM MONEY MARKET BRIEF 

I. FORMATION AND GROWTH 

“= (1) The money market in Canada had its earliest 
beginnings in 1934 when 91-day Treasury Bills were first 
sold by tender, The number of issues increased 
progressively and by 1937, tenders were held every other 
week and in 1953 a weekly tender was introduced. During 
this period, the Chartered Banks were the principal 
buyers and only occasional trades took place between 
the banks and the Bank of Canada. The banks did not 
trade with each other. Investment dealers performed a 
very limited role at this time, but they occasionally 
tendered for Treasury Bills on behalf of clients or 
purchased bills from the banks against orders. During 
the early nineteen fifties, certain dealers carried 
modest amounts of Treasury Bills in inventory and 
this increased as the Bank of Canda at the same time 
increased its market spreads and allowed the dealers 
further scope for their operations, 

(2) Early in 1954, the Bank of Canada agreed 
to give certain dealers limits or lines of credit by 
which Treasury Bills could be discounted at the Bank 
under a sales repurchase agreement, This privilege was 
made available at a lower interest rate than that charged 
by the Chartered Banks under their call loans in order 
to encourage the dealers to trade in bills and carry an 
inventory. The market began to develop quickly from 
this point and the eligible paper was expanded to short - 
term Government of Canada bonds and guarantees maturing 


Within three years, Thirteen dealers received lines of 
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credit at the Bank of Canada and since that time the 
number has varied between twelve and the present fourteen 
The names of the money market dealers, on March 31, 1962, 
are given in Exhibit "A", 

(3) The next important step occurred in June 
1954 when the first day-to-day loans were made by the 
Chartered Banks to the money market dealers, [It was feit 
that. if the money market dealers were to carry substantia 
inventories of bills and short governments, it was 
necessary that they should be able to finance these 
inventories at relatively attractive rates and low margin 
requirements to create reasonable incentives. The 
ereation of the day loans provided the banks with a 
highly liquid earnings asset and allowed them to make 
the fullest possible use of other funds. The day loans 
were designed so that they could be called by either 
party prior to 12 o'clock on each business day. During 
the first week, the day-loan rate was set at 14 per 
cent, and thereafter the rate varied in response to 
monetary conditions. As a further aid, the banks agreed 
to communicate through an exchange broker the latest 
rates established on any transaction to one million or 
more, The Chartered Banks further co-operated by 
reducing their overcertificates charge from 1/100 of 1 
per cent ($100 per million) to 1/250 of 1 per cent ($40 
per million). 

(4) A significant change in the monetary 
system accompanied the formation of the short-term 
market, Through an amendment in the Bank Act, the banks 


were required to hold a cash reserve of & per cent, 
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whereas prior to this a 5 per cent reserve had been 
mandatory, although in fact the banks had tended to hold 
a 10 per cent reserve for liquidity purposes, 
Consequently the foregoing adjustment immediately made 
available approximately $200 million of investible funds. 
During this time, the Central Bank was carrying out an 
easy-money policy and, therefore, the money market in 
Canada developed quickly with the banks showing good 
demand for money market securities. The dealers built 
up an inventory and began to call active markets, 

(5) In November and December 1955, the Bank of 
Canada "urged" (Bank of Canada Annual Report 1955, page 
16) the Chartered Banks to adopt a policy of maintaining 
eash and secondary reserves equal to 15 per cent of 
Canadian deposit liabilities. Secondary reserves at that 
time were defined as comprising of Treasury Bills and 
day-to-day loans. The banks were still required to 
maintain 8 per cent of cash against deposit liabilities, 
The banks accepted the suggestion of the Bank of Canada 
and since May 31, 1956 have maintained secondary 
reserves above their required amount, This agreement, 
although somewhat restricting the Chartered Banks'! 
operations, has allowed the banks to make minor 
adjustment to their cash position through the day-loan 
market without having to buy or sell Treasury Bills. 

(6) In 1957, the banks eliminated the over- 
certification charges on money market transactions 
relating to the day-to-day banking of short-term 
securities, From that time on, it was possible for 


dealers to move their inventory from one bank to another 
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or to the Bank of Canada on a repurchase agreement, 
without being penalized with an overcertification charge, 
This was a further step to help the dealer broaden his 
inventory position. 

(7) The Bank of Canada added another facility 
which greatly assisted the dealers in doing business 
outside of Toronto and Montreal, This was an arrangemen 
whereby the Central Bank would release bonds at no cost 
to. the dealer at.any-.one of the Bank's nine agencies 
across the.country; and.after January 1957,.any,dealer 
could hand in bills or short bonds at any agency of the 
Bank of Canada, who would arrange to release the same 
securities the same day at any other agency of the Bank. 
Also during 1957, the use of Bank of Canada (same day) 
funds were eliminated, except in relation to withdrawals 
and deposits of currency and the making or repayment of 
advances, Ail other transactions were settled in 
clearing house (next day) funds. (Bank of Canada Annual 
Report ). 

(S) Since 1954, the money market has expanded 
greatly and the term "money market" now embraces many 
transactions not related to Government of Canada short- 
term obligations. The money-market dealers have actively 
worked towards extending facilities of the market to 
meet the requirements of both borrowers and lenders. 

The various short-term obligations now in the money 
market will be discussed in detail in this report. 

(9) At the outset of the money market,the 
dealer was a jobber owning an inventory of short-term 


securities for stock-in-trade to service both his clients 
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and maintain an active trading market. Since dealer 
inventory nearly always exceeds the capital of the firm, 
it is necessary to borrow Gorey to pay for the securities 
by assigning the securities to the lender as collateral 
for a loan. Initially most dealer loans were arranged 
with the Chartered Banks; however, some repurchase or 
buy-backs were arranged with investors as a convenient way 
of providing the exact maturity date in cases where 
Treasury Bilis and other short-term obligations did not 
have a suitable maturity date, The security used in 
the repurchase agreement would normally be only slightly 
longer than the term-“of the repurchase so that the 

market liability of the dealer was kept to a minimum. 

The repurchase agreements were, in effect, equivalent to 
a security term loan and these transactions played a 
considerable part in introducing non-bank corporate and 
institutional investors to dealer loans. For short-term 
investors, these secured loans to the dealers became 

a convenient way of employing temporarily idle funds 
without taking any market risk. The range of 
collateral has broadened to include the obligations of 
provinces, municipalities and corporations. The dealer 
found that the ability to offer buy-backs to accounts 

was often a valuable means of establishing business 
contacts and, as a result, inventory was often carried 
for the purpose of servicing these accounts, The role 
ofthe dealers, therefore’, “began to resemble more closely 
that of the London Discount Houses, The dealers took 
on the role of loaning money to both governments and 


corporations by owning their securities in inventory whil 
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borrowing funds from non-bank lenders to finance the 
inventory. This aspect of the money market was describe 
in the Radcliffe Report. (Committee on the Working of 
the Monetary System Report,page 58). "They earn their 
living mainly by borrowing money more cheaply than they 
lend it and, to some extent, from commissions and jobbin 
profits. They borrow for shorter periods than the 
periods of commitment in 1 Seite (they 'lend short! 

but borrow even 'shorter')....." 

(10) The dealer, iy owning securities to give 
as collateral for repurchase loans as well as trading, 
provides an active market in short-term securities 
giving continuity and stability to the money market. 

The study of the dealer market for federal government 
securities, prepared by the Joint. Economic Committee of 
the Congress of the United States, (United States 
Government Printing Office, Washington, 1960) states on 
page 94 that "the growth of repurchase agreements during 
the post-war years has played an important role in making 
the. money market more efficient. Through repurchase 
agreements, the existence of higher interest rates is 
~paraoriote to the attention of small banks and non-financial 
corporations. Undoubtedly this has led to a more rapid 
adjustment by the private economy to the effects of 
changes in the supply of money and credit, and to a 
reduction of the time lag between introduction of a 
policy and the effectiveness of the policy". The dealer 
fulfills the role of a banker inasmuch as temporarily 
idle cash can be put to work for extremely short periods 


of time. . The question of statistics and controls of 
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dealer non-bank borrowing is discussed under the section 
on "Country Banks," 
II.INSTRUMENTS IN THE MARKET 
(a) Government of Canada Treasury Bills 

(11) Treasury Bills are currently offered weekly 
by the Bank of Canada, acting on behalf of the Government, 
through a competitive tender, There are no restrictions 
on who may tender, but the Chartered Banks, money-market 
dealers, and the Bank of Canada are the principal bidders, 
Sealed tenders are. submitted to the Bank of Canada and 
are opened at 12 o'clock noon on Thursdays (except when 
holidays intervene). The Treasury Bills are awarded 
on the basis of price until the whole issue has been 
allotted. Frequently a bidder will submit half a dozen 
or more bids at different prices and only the hichest 
of these will be accepted. Generally the total bids 
received from the banks and investment dealers, excluding 
the Bank of Canada, are for a greater amount of bills 
than those being offered so that all bids will not be 
successful. The Bank of Canada will also bid in 
competition with the others, It is the normal practice 
for the Bank of Canada to submit a reserve bid for the 
entire amount of each issue, in order to guard against a 
situation in which the tenders of other bidders might 
not be sufficient to subscribe for the entire issue. 
(In England, "since the beginning of the Second World 
War, it has been agreed by the discount houses who are 
members of the London Discount Market Association that 
the total of their bids will always cover the tender." 


-~Radcliffe Report, page 39 - Commercial banks do not 
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tender directly for Treasury Bills in England). At 
approximately 2:00 p.m. on the day of the tender, each 
participant receives a telephone call from the Bank of 
Canada giving the following information: 

(1) Number of bills won 


(ii) High, low and average tender for each 
maturity offered 


(141) Total amount and maturity of bills to be 
tendered for on the following week, 


(12) Since May 6, 1959, both 91-day and 182-day 

Treasury Bilis have been offered. During the latter part 
of 1954 through November 1955, 273-day bills were offered). 
The following table shows the distribution of Treasury 
Bilis as at December 31, 1961. 

HOLDERS OF GOVERNMENT OF CANADA TREASURY 

BILLS 
(Detailed statistics as to the holders of 
Government of Canada Treasury Bills since 


1954 will be found in Exhibit "B".) 
(In $000,000) 


As at December 31, 1961 Amount vA 
Bank of Canada 298 (16) 
Chartered Banks i, 172 | (62) 
Government Accounts 8 (--) 
General Public 408 a) 

TOTAL 1,886 (100) 


(13) The statistics obtained by the Investment 
Dealers! Association indicate that members of the 
Association held an inventory of $171,864,000 in 
Treasury Bills at 1961 year end, or 9.1 per cent of the 
Treasury Bills outstanding. As can be seen from the 
above table, the Chartered Banks are the principal owners 


of Treasury Bills and the main market for the dealer, 
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The dealer, as mentioned ener ee will often carry 
Treasury Bills as inventory so that repurchase 
agreements can be entered into with particular accounts, 
(14) The Chartered Banks tender for bills each 
week for their own account and provide the principal 
market for Treasury Bills in Canada. Inasmuch as they 
have to compete at the tender, they do not always obtain 
their full requirements and have to purchase bills in 
the market, Dealers from time to time enter into pre- 
tender contracts with the Chartered Bagies in which they 
agree to confirm to the bank a stated amount of bills 
at the average tender yield, less .02 per cent in basis. 
(15) At certain periods in the past Abay 
Canadian Treasury Bill yields were well above those 
prevailing in other countries and the cost of foreign 
exchange hedge was not prohibitive, bills were sold to 
non-residents, The introduction of the 15 per cent 
withholding tax on Treasury Bills, instituted on March 
16, 1961, reduced the sale to non-residents substantially. 
The withholding tax is calculated in such a manner as 
to prove more discriminating to non-residents than a 15 
per cent withholding tax would imply. (See Exhibit "c" 
regarding calculation of withholding tax on Treasury 
Bills. ) 


(ob) Short-Term Government of Canada and 
Government of Canada Guaranteed Bonds 


(16) Unfortunately the Bank of Canada 
statistics relating to the distribution of short-term 
bonds only include those having a maturity of two years 


and under, Therefore, complete statistical information 
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relating to the accepted money market maturities of 

three years and under is not available. It will be 

a recommendation of this report that statistics regarding 
the outstanding amount and distribution of Government and 
Government guaranteed nor maturing within three years 
and under, be made available. The table below gives 

the distribution of Government securities maturing 

within two years as at December 31, 1961: 

HOLDINGS OF GOVERNMENT OF CANADA BONDS 

(See Exhibit "D" for holders of Government 


of Canada bonds maturing two years and 
under, from 1954 to 1961). 


(OF A MATURITY TWO YEARS AND UNDER) 
As at December 31, 1961 Amount ($000, 000) % 


Bank of Canada : 514 (16) 
Chartered Banks 1,089 (34) 
Government Accounts (est. ) 60 (en 
General Public 1,503 | (48 ) 

TOTAL 37166 (100) 


(17) The Investment Dealers! Association 
statistics indicate that dealers held $129,004,000 of 
short-term bonds, maturing within three years and under, 
in their inventory positions as of December 31, 1961. 
Information relating to holdings of the money-market 
dealers alone is not available. 

(18) The long maturities issued by the 
Government (excluding C.N.R.) since the conversion loan 
of September 1, 1958 were all, with the exception of 
one issue, sold to the asain hes Canada for resale to the 
public, The long market hale been relatively thin for 
government bonds, while the money market has grown rapidl 


so that funds appear to be available to satisfy most 
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Short-term borrowers at the present time. During the 
past few years, the Government has been particularly 
concerned about borrowing its cash requirements in the 
Short-end of the market, as can be illustrated by the 
Minister of Finance's statement in the Budget of April 
10, 1 962: 

"In my Budget speech last June, 

I said that in order to avoid congestion 

in the long market, we would for at least 

several months confine new federal issues 

to short-term bonds. During the past 

nine months, we have issued no long-term 

bonds; 375 million ranging in term from 

+ to 6 years were placed directly with 

the Bank of Canada, and the terms of ail 

other market issues in no case exceeded 

34 years." 

(19) One factor which should be mentioned 
regarding the question of chankene the short-term debt 
of the federal government is that of competing for 
corporate surplus funds. Corporations, being subject to 
both federal and provincial taxes, are most attracted 
‘to securities offering the highest net or after-tax 
yield. Therefore, a low-coupon and high-discount bond, 
which will have a certain portion of tax-free capital 
appreciation, is relatively attractive. There has been 
a strong incentive by borrowers to issue low-coupon, 
deep-discount securities in the past. However, the 
Budget of December 20, 1960, imposed the following 


restrictions: 
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"that where the contractual rate 

of interest on any bond, debenture, or 

Similar evidence of indebtedness, issued 

by a tax-exempt borrower, is less than 

5 per cent, and where the bond or 

debenture is issued at a discount 

which provides an effective yield to 

maturity or to the earliest call date 

that exceeds the contractual eke by 

more than one-third, the whole discount 

shall be deemed to be income in the 

hand of the first Canadian resident 

taxable holder of the instrument." 

(See page 1011 Hansard, December 20, 

1960. ) 
Prior to this legislation, coupons of as low as 14 per 
cent were used by all levels of Government and 
corporations alike in raising funds in the short-term 
market, | 

(20) An exception to this practice of raising 
money on low-coupon notes was the introduction, in the 
issue of October 1, 1959, or $250 million Government 
of Canada 53 per cent, October 1, 1962, convertible 
at the holder's option at any time prior to June 30, 
1962, into 53's October 1, 1975. This issue attracted 
considerable attention from both corporate and 
institutional investors, Since that time, an additional 
$100 million, 54 per cent of October 1, 1962, were 
offered and $448 million 53's, April 1, 1963, convertible 


into. 53's, due April 1, 1976. 
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(21) There are no restrictions on the invest- 
ment dealers that can trade in the market in either 
Treasury Bills or short Government bonds. The various 
bond traders associations have established regulations 
relating to trading, which set the minimum size of 
trading at $100,000, in order to provide a flexible 
and responsive market, The trading rules relating to 
the money market sector, laid down by the Toronto Bond 
Dealers! Association, are given in Exhibit "BE", 

(c) Bankers Acceptances 

(22) Preliminary work has been done by both 
the Chartered Banks and money-market dealers, in 
conjunction with the Bank of Canada, in examining the 
possibility of an Acceptance market in Canada. The banks 
must initiate this new development by being prepared to 
"accept" corporate paper for a set fee. It is expected 
that the money-market dealers would be able to bank 
Such paper in the day-loan market provided by the. 
Chartered Banks and that it arias at some point, be 
eligible for rediscounting at the Bank of Canada. The 
dealer would be a jobber on such Acceptances and it is 
thought that the banks would be the principal buyers of 
the paper. Acceptances, as they are presently visualized|, 
would provide the investor with a rate of return somewhat 
between Treasury Bills and prime finance paper. At the 
present time, certain questions of taxation have held 
up the introduction of Acceptances. 

(d) Provincial and Municipal 
(23) i) Provincial - The provinces have been 


attracted to the short-term market to meet some of their 
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requirements for funds, Although they have been 
traditionally borrowers in the long-term market, they 
have found that the developing short term money market 
can provide them with a flexible source of funds to help 
meet their total requirements, .. The momey market has 
provided them with a means of selling provincial 
Treasury Bills (Manitoba ana Saskatehevan )} short-term 
low-coupon bonds for periods of usually two years or 
less, and parity bonds, Parity bonds compete for short- 
term funds when the rates are attractive and when no 
restrictions are placed on the amount sold to any one 
purchaser, | 

(24) D.B.S. statistics provide some information 
with regard to provincial short-term debt outstanding 
and iteund during the fiscal year, but this does not 
include securities issued by authorities and guaranteed 
by the provinces. | Both British Columbia and Alberta 
have been very active in financing some of their 
requirements through province ial-guaranteed short-term 
securities, 

(25) The dealer syndicates formed to under- 
write the long-term borrowing needs of the provinces 
usually do not prohibit the dealer from negotiating 
directly with the provinces for securities of two years 
and under, Therefore, a considerable amount of short- 
term financing by the provinces has been arranged 
privately and little information is available. However, 
some provinces, notably Alberta and British Columbia, 
have called for tenders on particular blocks of short- 


term maturities and dealers, in this case, will either 
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tender alone or form a group to tender on a particular 
offering. 

(26) The majority of provincial short-term 
bonds are offered as low-coupon as possible, under the 
restrictions described on page A,433, paragraph 19. 
Short-term provincial bonds do not trade actively. 
Therefore, the owner of such ‘aveseneAce, having to value 
them on a reguiar phot’ will usually receive a 
tne oraticas valuation which is not subject to swings in 
the market, 

(27) 11) Municipal - A number of 
municipalities, including such names as Metro borbatet 
cities of Toronto, Montreal, pamiatens Winnipeg, Vancouver, 
London, Kitchener and Kingston, have already taken 
advantage of the short-term money market. Most 
municipal borrowings are designed to meet current 
expenditures prior to tax receipts being received, and 
often allows them to choose the most favourable time for 
financing in the long market. 

(28) The larger municipalities call for tender 
on their short-term obligations; however, some are 
arranged on a negotiated basis, Inasmuch as most 
municipal short-term borrowings are relatively sina 
dealers act independently and are not normally 
restricted by syndicates when tendering for short-term 
offerings. 

(29) Little information is available to 
indicate the amount of municipal short-term debt 
arranged during the past few years, However, it 


would appear that during the first quarter of 1962 in 
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excess of & 35, 000,000 was borrowed by municipalities in 
the short term market, 
(e ) Finance Company Paper 

Sales finance companies raise a substantial 
percentage of their borrowing requirements in the money 
market, Prime finance companies, including such names 
as General Motors Acceptance Corporation, Industrial 
Acceptance Corporation, Limited, Traders Finance 
Corporation, etc., borrow for terms of one year or less 
at somewhat similar rates, These rates are sensitive 
to the supply and demand of short-term money and are 
usually accurate indications as to the availability of 
such funds. Second-line finance companies will pay rates 
often up to 1/2 of 1 per cent more in order to meet their 
borrowing requirements, 

(31) The amount of finance paper outstanding 
at the present time might be estimated to be in excess 
of $500 million. (The Federal Council of Sales Finance 
Companies estimate that the ten largest finance 
companies had short-term obligations during 1961 of 
between $410 million and $525 million.) 

(32) Dealers act as agents on behalf of the 
finance companies and receive a commission for locating 
purchasers of this paper, At certain times, dealers 
will inventory this paper, but by doing so must find 
suitable "country Uhbine opanids Abidenie to: carry, it. 
I.D.A. statistics indicate that dealers were carrying 
inventory of $31 million in finance company and corporate 


paper on December 31, 1961. 
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(f£) Corporate Paper 


(33) This sector of the money market has 


attracted considerable attention inasmuch as it has 
grown very rapidly and is a development that was not 
visualized in 1954, Corporate paper has shown this 
growth for several reasons. The cost of corporate 
borrowings from the Chartered Banks has been relatively 
high compared with the availability of short-term money, 
and the corporate paper, itself, has found a ready market 
with short-term investors, This is largely true because 
corporations do not establish fixed rates at which they 
will sell their paper and each is perfectly free to 
choose whatever term or rate they think is necessary to 
attract money. Therefore, the senior credits can compete 
actively with finance companies through small variations 
in rates paid, Corporate paper is also issued on a 
"demand" basis by which the investor purchases a Liquid 
investment et a fixed rate of return. This paper can 
be called on 24-hour notice by tie purchaser, or in some 
cases by both parties, and has become very attractive 
to investors at times when the immediate outlook for 
Short-term rates is uncertain. The corporation borrowin 
through 'demand" paper also receives the advantage of 
obtaining funds at the lowest possible rate, The return 
on "demand" paper is closely related to the day-to-day 
“money rate and the 30-day prime finance paper rate, 

(34) Corporate borrowers in the money market 
include retail stores, oil companies, grain merchants, 
chemical manufacturers, breweries, distillers, and many 


others, These companies have been attracted to the money 
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market primarily due to the relatively high cost of 
borrowing at the Chartered Banks at the prime sate 
Exhibit "F" illustrates the spread between the prime 
rate and the cost of 3-day money for a senior corporatio 
paper since 1959, 

(35) It is expected that companies using the 
money market for a certain part of their borrowing 
requirements will have bank lines of credit available 
to cover any amount of paper outstanding and, in most 
cases, companies continue to borrow a certain amount 
from their banks. | 

(36) Like many segments of the money market, 
there is little or no statistical information available 
A survey of the larger borrowers as to their authorizat- 
ion to borrow in the short-term market indicates unat, 
at any one time, there could be up to $450 million 
corporate paper in the market, However it is more 
likely that the actual borrowings by corporations would 
range between $275 million and $325 million at present, 

(37) As the money market grows, there are 
an increasing number of corporations of many kinds 
borrowing in the short-term market, and it becomes more 
difficult for the purchaser of the paper to be selective 
and have time to examine the credit standing of each 
name. It is important that, if the paper market is 
to grow in a responsible manner, the buyers be fully 
aware of the credits they are purchasing. THIs “rs 
especially true as a large volume of paper is sold on a 
"demand" basis and perhaps not enough attention is paid 


to the name of the borrower, 
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(38) The dealer normally acts as an agent 
in selling corporate paper and receives a smaller 
commission than that paid by finance companies, Althoug 
the commissions are small, the dealer often feels that 
establishing contact with the corporation to offer short 
term paper can, in the long run, be most rewarding. 
(g) Deposits 

(39) i) Chartered Banks - The banks recently 
established set rates at which they will accept deposits 
for terms of up to one year. These rates have tended 
to be 1/4 of 1 per cent below those offered by the prime 
finance companies but, on some occasions, the rates 
have competed with finance company paper. These 
deposits are often particularly attractive to those 
restricted to trustee investments, One bank issues 
deposit certificates for terms of one to six years at 
a published rate, Suenos eciticinates can be 
transferred and have some measure of liquidity. The 
bank pays dealers a commission for placing these medium 
term certificates, | 

(40) The banks will also accept deposits in 
U.S. doliars at their American agencies, The Canadian 
banks compete among themselves for U.S. dollar deposits 
and do not keep to any uniform rate schedule. The 
banks are not restricted by regulations of the Federal 
Reserve Board as to the rate that may be paid on 
deposits of one year and under in the United States and, 
as a result, the Canadian banks have attracted a large 
number of deposits from both American institutions and 


corporations, The banks will also compete, between 
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themselves, for U.S. dollar deposits from Canadians by 
offering a Canadian account a U.S. dollar deposit fully 
hedged. In this way, a Canadian account can purchase 
U.S. dollars and leave them on deposit with a Canadian 
bank in New York and seil the U.S. dollars forward at 
maturity of the deposit, often obtaining a return in 
excess of that paid by the finance companies in Canada, 
U.S. dollar deposits with the Canadian banks in New 
York are not subject to withholding tax, 

ii) Trust Companies 

(41) Trust companies issue deposit receipts 
which are vionstransferable:. Some provincial accounts, 
municipalities and corporations, restricted to trustee 
investments place their short-term funds with the trust 
companies on deposit, 

(42) The dealers play a considerable role in 
helping the trust companies obtain deposits, and in 
Some cases the trust companies will pay a commission 
for deposits obtained at a specified rate, mackie 
it is more usual for the trust company to accept a 
deposit if a suitable offset investment can be arranged, 
This involves the dealer originally locating the elient; 
agreeing on a rate at which the trust company deposit 
would be attractive, then offering the trust company 
an offset investment (finance or corporate paper, etc.) 
at 1/4 to 1/2 of 1 per cent higher than the deposit 
rate, Some trust companies pool all their short-term 
investments in a central fund and accept deposits at 
rates based on their over-all short-term earnings. Since 


the banks have become more aggressive in seeking 
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deposits, the trust companies too have had to become 
more competitive, asarit appears that they are becoming 
more active in soliciting deposits rather than just 
accepting them. 
(h) Export Finance Corporation of Canada Limited 

(43) Another recent issuer of short-term paper 
is the Export Finance Corporation of Canada Limited, 
which is wholly owned by Canada's eight Chartered Banks, 
This corporation borrows money in the short-term market 
in order to assist mid-term (one to five years) 
financing for exports which have been insured by the 
Export Credits Insurance Corporation, a Crown company. 
Most of the notes which have been sold by the Export 
Finance Corporation of Canada Limited have been payable 
in U.S. dollars for periods up to 180 days, and have 
been bought by the Chartered Banks directly from the 
Corporation. However, dealers have placed $16 million 
with clients other than the Chartered Banks as of March 
32, +P962¢ Short-term U.S. pay paper of Export 
Finance Corporation is subject to a 15 per cent with- 
holding tax, 

Iii. PARTICIPANTS 

(a) Bank of Canada 

(44) i) Dealer Lines of Credit - Money-market 
dealers, as mentioned earlier, have lines of credit 
with the Central Bank which allow them to enter into 
repurchase agreements with the Bank to finance their 
inventory of Treasury Bills and Government of Canada 
money-market securities when other sources of 


accommodation are not available, Thus, the Bank of 
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Canada is the "lender of last resort" for the dealer. 
These lines are confirmed monthly and are open to some 
negotiation, Wiese extensions to the existing 
lines are usually granted for short periods when 
requested, It is important for the development of the 
money market that these lines be as flexible as possible 
if the money market is to grow and adapt itself to 
changing circumstances. The lines of credit, however, 
must be related to the financial responsibility of 

the money-market firm. 

(45) ii) Bank Rate - There has been much 
criticism directed at the variable Bank Rate since its 
introduction on November 1, 1956. Elsehwere in the 
I.D.A. brief, there is. an expression, of opinion that.a 
floating Bank Rate, calculated weekly at a rate of 1/4 
of 1 per cent above the average price tendered for 91-da 
Treasury Bills, gives little guidance to the market as 
to the Bank of Canada and Government policy. However, 
it is the feeling of this committee that the variable 
Bank Rate is an important development in adapting the 
Canadian money market to our particular monetary system. 

(46) Dealer inventories of money-market 
securities are normally financed through day-to-day loan 
at the Chartered Banks, and these day loans form the 
banks! most liquid asset next to ene) Therefore, 
when the Central Bank adjusts the cash in the banking 
System or a dislocation of cash between the eight banks 
takes place, the availability of day loans can vary 
greatly. Money-market dealers have been able to use 


their lines of credit at the Central Bank during these 
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periods of cash adjustment when day-to-day money is 

not sufficient to look after their commitments in the 
normal course of business, nove | knowing that the 
Central Bank's reserves are available at a small penalty 
rate, are, therefore, more active participants in the 
money market, In this ee they can operate with 
confidence knowing their position is always protected, 
although they may have to pay the current Bank Rate 

as established each week by the Bank of Canada, 

(47) However, should the Bank of Canada 
return to a traditional Bank Rate, then, because of the 
dependency of the money-market dealers upon the "lender 
of last resort" periodically, there should be an 
additional flexible rate similar to the floating Bank 
Rate so that money-market dealers could continue to 
operate and be protected by their lines of credit at a 
borrowing rate which is related to the current yields on 
Treasury Bilis. This rate might be renamed "Bank 
Lending Rate" or "Bank. Accommodation Rate," 

(48) Dealers rediscounted securities, under 
the purchase and resale agreement with the Bank of 
Canada during 12 weeks of 1959, 17 weeks in 1960, 
and 11 weeks in 1961, according to the weekly statistics 
provided by the Bank of Canada, 

iii) Market 

(49) The prime function of a mature money 
market is to — supply and demand of short-term 
capital; the speed and flexibility of the market is 
of the utmost importance. The dealers or "jobbers" 


provide a market which is very sensitive as to price and 
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they transfer large amounts of securities with little 
market dislocation, The problem of having two financia 
centres in both Toronto and Montreal has been effectivel 
eliminated. However, the Bank of Canada's trading 
departments in Toronto and Montreal, which are the 

Bank of Canada's contacts with the market, lack 
sufficient equipment and staff to handle the practical 
progliems relating to the money market. The’ dealer at 
present finds it difficult to contact the Bank of 

Canada quickly and receive immediate answers. 

(50) The main criticisms concerning the 
trading operations of the Bank are: 

(a) Decisions concerning most transactions 

are made in Ottawa and the Bank trader 
is usually given little or no 
discretionary powers, 
(b) The Bank traders do not have direct 
"key" telephone lines to money- 
market dealers and Chartered Banks. 

(c) One trader handles ail sections of 
the Government market and does not have 
time to be fully acquainted with the 
factors influencing the money market. 

(51) (iv) Statistical Information - The Bank 
of Canada publishes an excellent weekly and monthly 
series of statistics, as well as an annual summary, 
covering the Bank's, Federal Government's and Chartered 
Banks! operations. These figures are of particular 
interest to the money market because of information 


relating to the cash position of the banking system as 
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@ whole and weekly changes in holdings of Government 
sponwdthiets as well as weekly changes in Chartered 
Bank loans (day-to-day ‘inawins call ee gereral loans, 
ete.). However, statistics relating to the holding 

of Government money-market securities, three years and 
under, are not available, inasmuch as the official 
breakdown of holdings of Government bonds is into 
categories of two years and under and two years to five 
years. it is suggested that the published statistics 
should agree with the "market" definition of short-term 
maturities, i.e. three years and under, 

(52) At the present time, there is very little 
information collected and published by the Bank of Canad 
or D.B.S. relating to the new short-term issues of 
provincial and municipal authorities, Pavihuee See eel ee 
and corporations. Inasmuch as this sector of the 
money market is expanding rapidly, there should be a 
better understanding of the role of each barrower’. 

(53) v) Loan of Securities - The Bank of 
Canada at one time was prepared to enter into a 
"reversible switch" arrangement for 30 days against 
suitable collateral. However, the rates charged 
appeared to be more than the market would bear and 
little use was made of this facility. 

Iv. "Country Banks" 

(54) The reasons for the development of 
"country banking" is given in Section I. of this report. 
As mentioned previously, the dealer is holding inventory 
to "bank" out for short periods of time, is following 


in the tradition of the twelve London discount houses 
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and the seven American Government Bond dealers. (See 
Pages A.427 and A.428, paragraphs 9 and 10.) 

(55) The Investment Dealers Association, bein 
fully aware of the increasing use of non-bank borrowing 
by the dealers, began last year to collect weekly 
statistics relating to the current volume of securities 
being financed through the "country banks", Each dealer 
reports directly to the I.D.A. sneit ox’ once a week 
the amount of Treasury Bills, money-market bonds, 
Government of Canada's three years and under, and other 
bonds banked away from the Chartered Banks. The combine 
totals of these figures are made available to members 
of the I.D.A., the Department of Finance, and the Bank 
of Canada, On December 27, 1961, dealers were banking 
out the following securities: 


Securities Banked by Members of the I.D.A. 
with the "Country Banks". 


($000, 000) 


Treasury Bills 72.4 
Money Market By fg b 
Canada's (three years and over) 9.7 


Other Securities (not including stocks ) 69.1 


TOTAT, 168 ,.3 


(56) In 1961, there were 11 weeks during which 
dealers banked over $100 million in Treasury Bills away 
from the banking system, Therefore, it can be seen that 
the ‘country banks" helped finance a considerable portion 


of the dealer inventories. 
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V. NON-RESIDENT SHORT-TERM INVESTMENTS 
IN CANADIAN SHORT-TERM SECURITIES 


(57) Non-residents have been active purchasers 
of Canadian short-term obligations over the past few 
years. Inasmuch as the Canadian dollar is not "pegged" 
and liable to wide swings, non-residents have been fully 
hedging their investments to eliminate any foreign 
exchange risk. It is usually possible to obtain 
forward exchange contracts for periods of up bo. one 
year, The fully hedged rate (the non-resident 
purchases Canadian dollars spot and sells forward at 
the maturity date of his investment ) is dependent upon 
the cost or profit of hedging funds as well as the 
gross yield on the short-term obligation purchased. 

(58) Prior to the introduction of the 15 per 
cent withholding tax on Treasury Bills, a considerable 
amount of Treasury Bills was sold abroad. Since that 
time, however, finance company and corporate paper 
has replaced Treasury Bills. This paper is also 
subject to a 15 per cent withholding tax deducted at 
maturity, but this tax is calculated and deducted easier 
than on Treasury Bilis. In some cases, this resulted 
in the non-resident investor being introduced to 
alternative short-term investments in Canada that 
offered higher yields than those available on Treasury 
Bills. It should be remembered that short-term Govern- 
ment of Canada bonds,issued prior to December 20, 1960, 
are free of withholding tax to non-resident purchases. 

(59) Short-term foreign flows of funds into 


Canada's money market on a fully hedged basis would 
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appear to have little influence on the factors 
affecting non-resident control of Canadian resources 
and manufacturing and, therefore, should not be subject 
to strong discrimination. However, the amount of 
non-resident ownership of money-market securities 
should be known in case restrictions are placed by 
foreign governments on their subjects investing funds 
outside their borders. At present, it is doubtful if 
any accurate figure of Canadian short-term paper owned 
by non-residents is known but an estimate of 300 - 

350 million dollars might be made. This figure would 
include Treasury Bills, Government of Canada bonds, 
finance and corporate paper. 

(60) Canadian banks from time to time actively 
solicit U.S. dollar deposits as described in the section 
on bank deposits. The rate of return accruing to the 
investor on these deposits is not subject to withholding 
tax, 

(61) Canadian short-term investors will also 
place funds outside the country when foreign rates are 
Boa ines Most investments of this sort are also 
made on a fully hedged basis. From time to time, the 
hedged rate of return on U.S. Treasury Bills or short- 
term paper becomes attractive largely due to-the 


profit that can be made on hedging the investment, 
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RECOMMENDATIONS 
The money market performs an 
important Parise lide in contributing 
to Canada's economic development 
by helping to fully utilize all 
available sources of capital. It 
is, therefore, recommended that 
the money market should continue 
to receive the excellent support 
that it has obtained in the past 
from both the Bank of Canada and 


the Chartered Banks. 


The difficulty of obtaining 
accurate statistics for the 
preparation of a study on the 
money market illustrates the 
difficulty in assessing the 
roles of the various borrowers 
in the money market. It is 
recommended that more information 
be obtained and published 
concerning the borrowing by 
provinces, municipalities and 


corporations in the money market, 
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Short-term foreign flows of 18 
funds into Canada's money market 

on a fully hedged basis would 

appear to have little influence 

on the factors affecting non- 

resident control of Canadian 

resources and manufacturing 

and, therefore, should not be 
discriminated against. The 

question of withholding tax on 

ai11 short-term investments 

should be closely examined. 

It is a recommendation that closer 

liaison be established between the 

Bank of Canada and the money- 15 49 
market dealers for the purpose 
of trading in money-market 16 50 


securities, 
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EXHIBIT "A" 
MONEY MARKET DEALERS RECEIVING LINES OF CREDIT 


AT THE BANK OF CANADA, 
AS AT MARCH 31, 1962. 


a A 
aves? A.E., & Co. Limmted 
Burns Bros. & Denton Limited 
Dominion Securities Corp. Limited 
Equitable Securities Canada Limited 
Gairdner & Company Limited 
Greenshields & Company inc. 
sokaee & Partners Limited 
lcLeed., Young, Weir & Co. Limited 
Midland Securities Corp. Limited 
Millis, Spence & Company Limited 
Nesbitt, Thomson & Company Limited 
Richardson, James, & Sons 
Royal Securities Corp. Limited 


Wood, Gundy & Company Limited 
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Een IBITec " 

WITHHOLDING TAX ON TREASURY BILLS 

An extract aiewinédee of Commons Debates, 
Vol. 105, Not 69) Offictal Report for thiteeday. March 
16th, 1961, page 3060, referring to an amendment to 
Section 108 of Bill C-73. 

"This euowiment provides that when 
a resident of Canads sells a Treasury 
Bilt Go va apy Seeeraatie the non-resident 
shall be deemed to have received a payment 
of interest. The amount of interest he 
shall be deemed to have received shall 
be equal to the proportion of the 
difference between the original issue 
price and the face value of the bill, 
that is, the proportion of the original 
discount, which is attributable to the 
unexpired portion of the term of the 
bill remaining at the time it is 
purchased by the non-resident, 

"Since this amendment deems interest 
to have been paid to the non-resident at 
the time the non-resident purchased a 
Treasury Billi, the Canadian resident 
who sells the Treasury Bill will be 
obliged to withhold the 15 per cent 
non-resident withholding tax on the 
amount that is deemed to be interest, 

"Tf, at some subsequent time 


before maturity, the non-resident sells 
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the Treasury Bill back to a 

Canadian resident, the non-resident 

will be eligible for a refund of that 
part of the tax he has paid which 

is attributable to the unexpired portion 


of the term of the bill." 
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EXHIBIT "5" 
TRADING REGULATIONS -- JANUARY 1, 1961 
All transactions by dealers, whether acting 
in the capacity of either principal or agent, shall be 
as follows:- 

2) There are no spread restrictions regarding 
trading of Government of Canada Bonds and 
Government of Canada Guaranteed Bonds having an 
unexpired term of one year or less to 
maturity, (or to the earliest call date 
where a transaction is completed at a premium) 

3) All Government of Canada Bonds and Government 
of Canada Guaranteed Bonds having an 
unexpired term of over one year but three 
years or less to maturity (or to the 
earliest call date where a transaction is 
completed at a premium) shall be traded 
in multiples of five cents. 

5) (a) Uniess prefixed by some qualifying phrase, 

a dealer calling a market shia be obliged 
to trade Trading Units (as hereinafter 
defined), if called upon to trade; 
(b ) Any dealer asking thesize of a stated 
market must be prepared to buy or sell at 
least a Trading Unit (as hereinafter defined) 
at the price quoted if immediately requested 
to do so by the member calling the market; 
(c) Trading Units shall consist of the following: 
(1) In the case of Government of Canada 


direct obligations and Government of Canada 
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Guaranteed obligations having an 
unexpired term of three years or less 
to maturity (or to the earliest call abitel: 
where the transaction is completed at a 
premium) ; $100, 000 -- par value. 
(ii) In the case of Government of Canada 
direct obligations and Government of Canada 
Guaranteed obligations, having an unexpired 
term to maturity of longer than three years 
(where a bond is traded at a premium the 
earliest call date shall be treated as the 
maturity date); $25,000 -- par value. 
(iii) In the case of all other bonds and 
debentures other than Government of Canada 
direct obligations and Government of 
Canada Guaranteed obligations; $5,000 
-- par value. 
(iv) In the case of bonds and debentures 
issued with attached stock, warrants rights, 
or other appendages and traded in unit form; 
$5,000 par value of Bonds or Debentures, 
irrespective of the value of the appendages. 
(v) In the case of common and preferred 
shares not listed on a recognized stock 
exchange (as defined in the Regulations of 
the I.D.A.) 

in lots of 500 shares, if market price is below $1 


in lots of 100 shares, if market price is at $1 and 
below $100 


in lots of 50 shares, if market price is at $100 
or above. 
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CHARTERED BANKS and "NEAR BANKS" 

is There is a close relationship between the 
business of the investment Dealer and the Be ae 
panking community. kc CORUTHETS, it is of prime 
importance that the Investment Dealer keep abreast ia 
and closely in tune with, changes that occur in banking 
policies and practices that may in any way affect the 
market for, and best possible distribution of, investmen 
securities. It is appropriate that full advantage 
pe taken of the investigations being made by this 
Commission to outline the existing relationships between 
the investment Dealer industry and the Chartered Banks 
and "Near-Banks", and to closely examine these relation- 
ships in a search for ways of improving the functioning 
of the whole capital market. 

2. DEFINITIONS -- For the purposes of this 
presentation, we shall define -- 

(a) Chartered Banks -- as those Banks © 

which come under the provisions of the 

Bank Act, 

(bo) Quebec Savings Banks -- as those Banks 

which come under the provisions of the 

Quebec Savings Bank Act, 

(c) Near-Banks -- All other institutions 

which receive deposits (some times with 

chequing privileges) and/or make loans, 

e.g., Trust Companies, Mortgage and Loan 

Companies, Caisses Populaires, Credit 

Unions and, in some aspects of their 


operations, Finance Companies, Small 
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Loan Companies, Provincial and Municipal 
Governments and. Industrial and Commercial 
Corporations. 
INVESTMENT DEALERS AS CUSTOMERS OF CHARTERED BANKS 
(a) As borrowers 

Ss The nature of our business, involving 
periodic underwritings, and the carrying from day-to-day 
of large inventories of securities, requires large scale 
borrowing by way of, what are known as, call loans and 
day loans. These loans are secured by the deposit of 
securities pending sale or delivery. It is important 
that such loans be readily available at minimum cost. 

4, The Chartered Banks at one time were 
virtually the only source of such funds. In recent 
years other sources have appeared and assumed growing 
Significance, 

Dt Call loans and day loans to Investment 
Dealers carry a high credit rating involving a minimum 
risk, As evidence of their quality, the Bank of Canada 
includes these loans in their banking statistics under 
the heading "More Liquid Assets", along with Bank of 
Canada Notes and deposits, Treasury Bills, Government 
Bonds and net Foreign Assets. They are highly acceptabl 
means of employing cash not immediately needed elsewhere 

6. The demand for these loans is constant 
in nature, although fluctuating some times widely, in 
amount. (See Exhibits A.1, A.2, A.3). 

fies The revenue accruing to the Chartered 
Banks as well as to other lenders arising from interest 


charges on these loans is shown in Exhibit B. 
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8. A special scale of interest rates usually 
graduated upwards by several categories of collateral 
from the shortest term most liquid, to the longer term 
less liquid, is applied by the banks to such loans. 
These graduations are inferred to be related to market 
yield rates for such collateral, with appropriate change 
made as circumstances warrant, 

9s In practice, however, the dealers have 
found an element of rigidity built into these scales, 
particularly during periods of heavy demands for 
commercial loans (e.g., schedule unchanged from August 
10, 1959 to October 11, 1960, remaining at flat 5 3/4 
per cent rate for all categories, except two, of 
collateral, although bond yields, as shown below, fell 
sharply during that period, e.g., 

Canada 3 3/4% Sept.1/65 Aug.26,1959 88 1/4 6.12% 
Sept .28,1960 98 1/2 4.07 
4.1/2% . 1983 Aug. 26,1959 87 3/8 5.45 
Sept.28,1960 94 11/16 4.89 

During this same 14 months! period, the re- 
discount rate declined from 6.41 per cent on Aug. 13, 1959 
to 1.95 per cent on September 29, 1960. 

10, Also the date, when these high rates 
were applied, virtually coincided with the date when ban 
general loans, having increased by 24 per cent or 
$1,211 million between Oct. 1, 1958 and Aug. 19, 1959 
levelled off and then declined between August 19th and 
Dec. 31st, by $213 million. This downward trend 
continued during the first quarter and then turned — 


upward again somewhat more than seasonally for the 
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remainder of 1960, Throughout this period call loan 
rates remained unchanged. 

11. It is recognized that Sec. 91 of the Bank 
Act and Sec. 71 (1) of the Quebec Savings Bank Act, 
placing a ceiling of 6 per cent on the rate of interest 
banks may charge, inhibits the penie in periods of 
excessive demand for loans, from using "price" as a 
restraint on general loan wi edn store induces a type of 
loan rationing, and contributes to lack of flexibility 
when interest rates start to decline. 

12, It must also be vue beni see Redevee. 
that this "price" factor, especially during the 14 month 
referred to above, did contribute directly to the 
development of a large and significant alternate source 
of short term funds for the Investment Dealer -- the so- 
called cometary Banks™, an expression particular to our 
industry but for the purpose of this Brief included in 
the definition of "Near-Banks", The dealers, in the 
face of apparent indifference on the part of the 
Chartered Banks, sought out other sources of accommodati 
with no little success. 

13. If the dealer could be satisfied that the 
call loan interest rates of the banks were subject to 
periodic review and appropriate action to keep them in 
line with market conditions, and competitive with non- 
bank rates, many of the call loans being obtained in 
the Country Banking System, in all probability, would 
revert to the Chartered Banks. Costs being reasonably 
close, the dealer, generally speaking, would prefer to 


keep his banking within Chartered Banking eircies. 
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The Ceiling on Bank Interest Rates -- The Bank Act - 
Section 91. 


| 

14. cge"Bxeept as provided in subsection (2), 
no bank shall in respect of any loan or advance payable 
in Canada stipulate for, prema ee reserve or exact 
any rate of interest or any rate of discount exceeding 
six per cent per annum and no higher rate of interest 
or rate of discount is recoverable by the bank.’ A 
similar ean taaoe ba appears in Sec. 71 (1) of the 
Quebec Savings Bank Act, 

15. We believe that this provision, in period 
of financial stringency, prevents the banks from using 
"orice" as a deterrent to undesirable loan expansion. 
When loaning resources become strained, the Banks must 
resort to a form of rationing, with the attendant danger 
of discrimination as between different classes of 
borrowers. 

16, The Near-Banks, to whom the ceiling does 
not apply, can use higher interest earnings to pay highe 
rates on deposits and so gain an advantage over the 
Chartered Banks. 

17. Our Association believes that this 
interest ceiling should be removed, as was recommended 
in the McMillan Report 1933. Chapter VII para. 253 -- 
"Pour of us are of opinion that a statutory maximum rate 
of interest is nowadays anomalous and an undesirable 
interference with freedom of contract....by a majority, 


we recommend the repeal of the provision in question." 
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Investment Dealers as Customers of Chartered Banks(cont'd} 


(b) As users of bank facilities to effect 
deliveries and complete transactions. 


18, The Chartered Banking System provides the 
deaier with invaluable service facilities contributing 
materially to the quick, convenient completion of 
transactions and deliveries of securities, 

19, There is, however, an area within this 
field, involving daylight overdrafts, where unacceptably 
high bank charges have led the dealer to devise a rather 
cumbersome but effective means of reducing the impact of 
these costs, 

PL ae Gs A suggested that a joint committee 
of the I.D.A. and the C.B.A. might be constituted to which 
these and other problems of mutual concern could be 
eraepaa fe frank discussion and possible solution. 


THE BANKS AS AN IMPORTANT SECTOR IN THE MARKET FOR 
SECURITIES 


se ee 

21. As a custodian of the bulk of the personal 
savings deposits of millions of Canadians, the manner 
in which these assets are employed is of major 
significance to the economy as a whole and certainly to 
the security markets. 

22, At the end of 1945, savings deposits stood 
at $2,865 million. At the same time, Government of 
Canada and Provincial securities owned by the banks 
amounted to $3,586 million, of which $1,415 million were 
under two years in term, 

23, By the end of 1946, personal savings had 


grown to $3,476 million, with the holdings of Canada and 


Provincial bonds rising to $3,693 million, of which 
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$1,303 million were under two years in term. 

o4, This state of affairs led to an agreement 
effective March 1, 1946 on the part of the chartered 
banks with the Bank of Canada that their investments in 
Government of Canada, direct and guaranteed issues 
(other than Treasury Bills, Deposit Certificates and 
Treasury Notes), would not average more than 90 per cent 
of the amount of their Canadian personal savings deposits 
The banks also agreed that their earnings on such bonds 
should not exceed the cost of operating their savings 
pusiness by more than a moderate profit margin. (Bank of 
Ganada Report 1946 - page 14....Since cancelled as no 
longer necessary or desirable. ) 

25, In the following year, there was a. net 
decline of $170 million in Chartered Bank holdings of 
Government of Canada bonds, but their holdings of 
Provincial and Municipal securities increased by $159 
million and their portfolio of other non-Government 
securities -- largely corporate debentures -- by $147 
miliion. In that year, the Chartered Banks accounted 
for $316 million of a total of $327 million net increase 
in Canadian bonds and stocks outstanding. 

26. The extent of the Chartered Banks' 
participation in the market for non-Government securities 
diminished in importance from this point onward, with 
other investors absorbing almost all the large net 
increase of non-Government securities. (See Statistical 
Table - Bank of Canada - Exhibit C). 

27. Since 1948, the Chartered Banks have 


employed an increasing proportion of deposits in 
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commercial loans. It is only when the demand for short- 
term loans lessens that the banking system becomes a 
purchaser of securities, As a corollary, an increase 

in the demand for loans leads to the selling of 
securities by the banking system. The investment 
funetaon is residual to the loaning function. 

28, The attached statistics (Exhibit D) show 
the security holdings by category of the chartered banks 
for the past sixteen years, As can be readily seen, the 
holdings of Government of Canada securities (including 
treasury bilis) is by far the most volatile type of 
investment, In respect to holdings of Government of 
Canada securities beyond the two year area, it may be 
assumed that the vast majority mature within a five year 
period. In addition, maturity holdings beyond a ten 
year period are likely to be an exception. Generally, 
provincial holdings are well within the ten year 
maturity range, As to municipals, bank purchases fall 
within the 1 = 10 year range, the choice depending upon 
money position and interest in the municipality 
involved, The holdings of corporate securities are 
normally limited to under the ten year area, with, howeve 
gome exceptions being made for special bank clients, 

The acquisition of term corporation securities, wherein 
a chartered bank purchases all or a large portion of a 
private placement has, since 1955, been subject to 
restrictions arising out of an agreement amongst the 
Chartered Banks which has been varied from time to time 
in light of conditions. We concur in the desirability 


of these restrictions. 
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CHARTERED BANK INVESTMENT PRACTICES AND MONETARY POLICY 

29, The residual nature of Chartered Bank 
investment policy subjects the market place to rather 
violent swings in security prices and yields. The 
effect is particularly evident in short-term Government 
of Canada securities. An example of this arrest) and the 
resultant effects on the whole interest rate onbubvane, 
was evident in 1959 when the banking syaveut with demand 
for short term loans inordinately high, was a substantial 
seller of short term securities, thereby driving the 
jaeen of two year Canada through 6 per cent. During the 
following two yexes, the banking system was a net 
purchaser of short term securities and the s260a 6A two 
year Canadas declined to as low as 34 per cent. 

BOY Referring to pages 27 - 31 of the Bank of 
Canada Report of 1956 (Exhibit E) the Governor describes 
a serious weakness in the monetary control mechanism. 
The events of 1959 demonstrate the ineffectual use of 
monetary controls when the banking system has the liquidity 
to thwart the desired results of the control measures, 
The attached statistics (Exhibit D) indicate that during 
the past eleven years, the Chartered Banks have placed 
an increasing percentage of their assets in Government of 
Canada securities maturing under two years. During the 
same period, a decreasing percentage of those assets 
have been invested in all securities maturing: over two 
years. When considered in relation to personal savings 
deposits, the decline in the ratio of security holdings 
maturing over two years to personal savings deposits is 


evident. (Exhibit F). 
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31. °It.is clear that the liquidity position 
of the banking system has been enhanced considerably 
during this period to the point where the desires of the 
monetary authorities might be effectively thwarted. 

32, If it is considered desirable to attempt 
to reduce the long term interest rate on Canadian 
securities in order to moderate the flow of long term 
foreign investment, and, at the same time, establish the 
foreign exchange values of the Canadian dollar commensuraye 
with the balance of trade position of the nation, the 
savings of the Canadian people would have to be mobilized 
to a maximum degree, and a proper proportion shepherded 
into the kind of investment naturally associated with 
long term savings. This suggests as an avenue of 
exploration the possibility that personal savings deposit 
held by the Chartered Banks, which have shown a steady 
upward trend (Exhibit F), might be made available to a 
greater extent than at present is the case for long term 
investment. 

33. This whole question is discussed at 
considerable length in the Bank of Canada Annual Report 
1956. (Exhibit E). The suggestions developed therein 
might well be examined in the light of present day 
conditions. In the words of that report; "The 
possibility of a gradual approach towards arrangements 
of the sort outlined would seem to be worthy of study 
and discussion. Progress in such an approach would be 
directed towards expanding mortgage loans and other 
appropriate investments based on future increases in 


savings deposits, not reducing the volume of commercial 
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or general loans," 
THE CHARTERED BANKS AS ISSUERS OF SECURITIES 

34. Though the chartered banks have offered 
term deposit receipts to their clients for a good number 
of mre it has been only during the past two years 
that the instrument has been an effective competitive 
vehicle in the market place. In severe competition for 
the funds of the large depositor’ ($100,000 plus) with 
the "near-banks", the chartered banks offer term deposit 


receipts at various rates for terms up to one year. The 


hs 
we 


volume of such deposits is unknown but considered to be 
substantial, ° A number of chartered banks also offer 
term deposit receipts for terms of one to five years at 
competitive rates, On this type of gaker? the chartered 
bank may pay a commission to the investment dealer which 
secures the funds on its behalf. Again, volume figures 
are not published, Another vehicle of investment that th 
banking system offers from time to time to the potentiall 
larger short-term depositor is what is usually called a 
U.S. Dollar Term Deposit. The chartered bank accepts 
the deposit at a given rate for a specific term, swaps 
the funds into U.S. dollars, with the profit or loss on 
the swap payable to the depositor, and invests the U.S. 
funds in the New York call loan market. This instrument 
has, at times, proven to be highly competitive vehicle, 
Wherein rates obtainable can be appreciably better than 
what is available in the domestic market for similar 
quality, 

35. in respect to term deposit receipts 


maturing within one year, rates are established by 
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agreement between banks. On a number of occasions in 
the past two years, it has been demonstrated that the rat 
changes have not responded quickly to market conditions. 
It is probable that this lack of ss wnaheabin is being, 
and will be, corrected in the future. In the case of 
term deposits maturing over one year, rates are determine 
independently, governed by returns obtainable in the 
employment of these deposits. 
THE BANKS AND NEAR-BANKS AS COMPETITORS 

36. The Investment Dealer must regard as a 
competitor any person or agency that performs, or offers 
to perform, any of what the dealer regards as his 
functions. Outlined below are some of the ways, and 
extent to which, the Banks and Near-Banks appear to 
invade our field, 
(a) In the Underwriting Field 

Canada and Canada Guaranteed Issues 

37. Just as the dealers are offered varying 
percentages of each issue on a "firm" basis, so are the 
chartered banks, usually at the same concession from the 
sale price to the public. Since these are drawn down 
for resale, they are underwritings. Bonds purchased 
for the banks' own portfolio requirements, at the time 
of issue, are of course taken at the full issue price. 

Provincial and Provincial Guaranteed Issues 

38. One or more chartered banks are included 
in each syndicate formed to bid for, or negotiate the 
purchase of, provincial or provincial guaranteed bonds. 
They take an active part in the discussions, and are 


influential in the decisions reached, regarding terms. 
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The judgment of the bank which carries the banking 
account of the provime concerned may carry especial 
weight, both as an adviser to the Province and within 
the syndicate, They participate in syndicate profits 
according to their established interest in the account, 
which interest is not necessarily supported by 
demonstrated placing power. 

Municipals and Municipal Guaranteed Issues 

39. As with provincial issues, one or more 
chartered banks are frequently included in the syndicate! 
bidding for, or negotiating the purchase of, municipal 
debenture issues, particularly in the case of large 
municipalities. Where serial issues are involved, and 
these are in the wmajority,, the banking member or 
members of the syndicate not infrequently agree-to ~ 
purchase for their own account the early maturities. 
So the depee of enthusiasm shown by the banking members 
has a direct bearing on the price finally agreed upon. 

40, Again, the banking members share, 
accordingto their interest, in any dyndicate profits 
that emerge -- and again their interest in the syndicate 
does not necessarily bear a relationship to their 
contribution as a distributor. 

Corporate Issues 

41, The involvement of banks in underwriting 
of corporate issues is much less usual than in the case 
of government financing. The Bank Act (Para. 157(2)) 
forbids the use of the name of any chartered bank. "in 
a prospectus of advertisement for the sale of securities 


of any kind other than those issued by, or guaranteed 
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as to principal and interest by, Canada", The Chartered 
Banks agreed in 1955 to "cease making new commitments for 
term lending, that is, making loans (in excess of 

$250, 000) fires Guankay raised to $1,000,000) to business 
corporations where the time of repayment is deferred 
beyond that of ordinary bank loans, or purchasing a 
security negotiated directly with the customer as distinct 
from buying a publicly issued security in the market," 
(Bank of Canada Report 1956). 

4O, This Section of the Bank Act, and the 
agreement referred to, which agreement we understand 
has been renewed and somewhat expanded from time to time, 
clearly implies intended definite limitations as to the 
extent to which the chartered banks should venéure into 
the field of distribution of securities other than those 
issued by governments, and into the corporate underwritin 
fieid. 

WB. Nonetheless, there are important instances 
where chartered banks are members of, and actively 
participate in the management of, syndicates formed for 
the purpose of underwriting securities of large 
corporations. 

Comments on Banks as Members of Underwriting Syndicates 

44. ‘The question as to whether the public 
interest or any ere purpose is served through the 
inclusion of chartered banks in underwriting syndicates 
is one upon which there is considerable disagreement 
amongst our members. It is recognized that many of 
these arranzements were entered into many years ago, 


probably when there were good reasons for them, The Brie 
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submitted by this Association to the Royal Commission 

on Banking and Currency in Canada in 1933 points out that 
immediately after the First War the capital requirements 
of governments, municipalities and industrial corporation 
were very large. Special arrangements were necessary to 
deal with them. The Brief stated: "Due to the size 

and number of spauwerebrare, syndicates would include 
oné or more banks as eT ee giving the bank 
(in addition to interest on the loan required) a share 

in the syndicate profits for its agreement Go finance 

the issue pending distribution. It should be noted 
here that the bank's share of the profits was purely 
remuneration for carrying the loan and for its 
proportionate liability in the Scbeutity! and the bank was 
not expected to, and in the early years did not, itself 
distribute bonds," 

45, The investment. banking industry of those 
days was in the early stages of its development. It 
possessed only a small measure of the experience and 
financial strength that it has since acquired. Over 
the intervening years, the industry has matured and has 
demonstrated its ability to cope with the challenges 
with which it has been faced in meeting the capital needs 
of the Government of Canada, of other governments and 
public bodies, and of credit-worthy corporations. No 
longer is it necessary to hold out the golden carrot 
of a share of syndicate profits to obtain the banking 
accommodation it requires to fulfil its commitments. 

The fact remains that one or more chartered banks are 


members of most municipal syndicates of any size, of all 


eimomextupes Lstiqso edd asW terhd edd setts yLledstbommet 


ov yuseroosn Stew ainemeyasiys Istoeqe .entel YrIsy stew 


este edd of exd" sbetste tetrad ofT  modd dttw fseb 
ebriont Bisow esJsotbaye ,b8%9lto asweet to swedmunm bas 


aunsd oft gaivig ,eradmen stsolbaye es admsd syrom %O SfI0 


hineownime (sfudeubal bas astéiilsqiotaum .etmematevog ‘to 
| 
. 


exsde 6 (bertupet msol end ao daensdmt of sotdrbbs et) 
eonsntt of ¢domesngs edt vot atttowg stsolbnye ont at 
bevonm ed blyoda Jl .aotiwdistdetb gatbreq eveel ed? 
yieruq ssw ad Btowg Say to eusde a'Nnsd edd dsddt over 

| evi tot bas msol edd gatyverso tot notisrenumet 


eéw Nasd ef9 bas ginnooos edt ak ytittdstl etenottuogqorg 


| 
| 
| 
tLleadt .tom BLb evaey ylise ent at bre |.od how ence vor 
| " abaod studtatetb 
agorit to Yideubat gainnsd daemtesvat eT . ad 
| SL .dmemqoleveb ett to esgste yluse edd at esw eyed 
: bas someiveqxs edd to suyesom Llsma s yino besesaacg 
<avO -Derlupos gonie esd tk Jedd dignerte Istonentt 
asa bas beuutism asd yutesbat edd atsoy gainovretat eid 
| esgnelisds edd ndiw sqoo ot yitifkds ett betsrteanomeb 
ebeen Istiqso edd gatieem at beost aeesd gsddt dofde ddtw 
Sas atremsrevog terido to ,sbsasd to tmemartevoD end to 


ou .anoltsiogios yditow-dibsio to bas ,aetbod sildug 


Jourso meblog edit tuo biod of yuseeseea TE at seunol 


gatiasd edd aiside of etttomg etsotbaye to execda.s to. 


~siosadiomos esi L£tfyt of aettuper vt nolUsbommosos. 


S18 adnsd bexretuscdo srom to sno tad¢d antsmex Jost eat 


(ifs to .ssta yas to setsetbaye Laqkotam dveom ‘to 2xsdm om 


Nethercut & Young A.47T7 


Terente, Ontario -~H - 


of the provincial syndicates, and of a few of the 
important corporation syndicates, 

46. Those of our members who take no exception 
to these dicen haga ine maintain that the presence of 
banks in municipal syndicates adds strength to the bids 
where their banking partner agrees to absorb the early 
maturities. In provincial syndicates where the issues 
are set up on a fiscal agency pees) they acknowledge 
that the presence in the syndicates of the Province's 
bankers is helpful in negotiations. When negotiations 
are completed and liabilities taken,the assumption by 
the banking syndicate members of their share of the 
risks involved is reassuring to many of the syndicate 
members. During the process of distribution, the 
manner in which the banks deal with their participations 
may aid orderly distribution and lend stability to the 
after market. 

47. In those relatively few cases of 
membership in corporate syndicates where the relation- 
Ships are of relatively long standing, many of our 
members would not press to have these relationships 
disturbed. The majority of our members, however, 
would strongly discourage any extension of the practice. 

48. Those of our members who object to the 
presence of chartered banks in underwriting syndicates 
support their position with these arguments: 

(a) There are many possibilities of 

undesirable conflicts of interest arising 

out of intermingled customer relationships, 


particularly where the bank assumes the 
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role of syndicate management, 

(bo) The primary. function of the chartered 

banks is to provide for the short-term 

capital needs of its customers, whether 
public..on, private.) The primary.functiion 

of the Investment Dealer is to find long- 

term capital for both governments and 

corporations, 

(c) It is in the public interest. and 

important to the Chartered Banks them- 

selves that the investment banking 

industry maintain a healthy growth 

consonant with the growth of the 

country's economy. The curtailment of 

the dealer's field of activity through 

undue invasion and penetration by the 

Chartered Banks is bound to inhibit’ the 

erowth and development of the investment 

dealer industry and so its ability to 
adequately perform its proper function 

Within the economy. 

49, The common ground within the conflicting 
points of view of our members is that there be no 
extension of the practice of including chartered banks 
within underwriting syndicates nor delegation to them 
of the management function. 

The Banks and Near-Banks as Competitors 
(>) In Distribution of Securities to the Public 
50, The Chartered Banks, and to a lesser but 


sienificant extent the Near-Banks, actively engage in the 
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1 sale of Vadalensiting to the public as agents and, not 

2]| infrequently, as principals. They enjoy peculiar 

3] advantages over the dealers through their widespread 

4| branch systems, with only incidental distribution costs, 


S| and possessing knowledge of their customers! resources, 


6 (1) As officially named and recognized agents 
7 and receiving the same selling commissions 

8 as the Dealers, the Chartered Banks and the 

9 Trust Companies participate in the distribution 
10 of Canada Savings Bond issues and in the newly 
11 emerged type of provincial parity bonds. It 
12 is worth noting that this type of distribution 
13 does not involve positions or risk, nor the 

14 exercise of investment judgment. In addition 
15 to selling commissions, the banks receive 

16 remuneration as issuing agents, thereby 

17 profiting from the successful efforts of the 
18 Dealers, 

19 (2) As members of Selling Groups -- In those 
20 new issues where Selling Groups are formed, 

21 the usual procedure is to include all members 
22 of the I.D.A. and the Chartered Banks. This 
23 entitles the Banks to acquire the securities 
24 involved on the same basis as do the Dealers, 
25 (3) As principals -- in issues where the 
26 Banks are members of underwriting syndicates. 
a7 Here it is assumed that the Banks utilize 
28 their securities departments in the 

29 distribution of their participation, The 


30 Banks also, in a substantial way, act as 
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principals in their secondary market 
operations. 


Comments on Banks as distribution of securities to the 
public 


51. It is recognized that the Canadian 
Chartered Banks with their comprehensive branch ge auaut 
and intermingling in their operations as they do 
commercial and savings bank functions -- functions which 
elsewhere are usually separated -- have an advantage 
over the Dealer in reaching the potential investor at 
low and only incidental cost. Their effectiveness in 
Canada Savings Bond and similar campaigns is acknowledged 
as is also their usefulness in serving the investment 
requirements of the customers of branches in small 
communities beyond the reach of investment houses, 
The Dealers, to offset these advantages, rely upon their 
specialized training and knowledge and concentration 
upon their particular functions. 

52. In view of the reliance placed by che 
Chartered Banks on savings deposits as a funds source 
from which to expand commercial loans, there arises the 
question of conflict of interest, the conceivable 
tendency on the part of individual branch managers to 
discourage investment in order to maintain savings 
deposits. This could happen at the very time non-bank 
buyers are needed to absorb the pressure on the bond 
market of sales of securities by the banks to meet heavy 
demand for loans. At such times the burden of finding 
buyers falls on the investment dealer sales force and 


it is important that such sales force be available, in 
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sufficient size, vigorous and resourceful enough, to 
do an effective job. 
"NEAR-BANKS" 

53. In our definitions, "near-banks" were 
described as institutions which perform one or more 
banking function, i.@. -= receive deposits and/or loan 
funds, As examples, we mentioned trust companies, 
caisses populaires, credit unions, finance Fe 
small loan companies, mortgage companies, corporations 
and provincial and municipal governments. Though it can 
be said that every financial intermediary performs one 
or more banking functions, the growth and the competitive 
ness evidenced in the above-mentioned institutions have 
made them subject to an increasing amount of comment in 
recent years. 

54, We wish to discuss the relationship of 
these financial institutions to the investment dealer 
and to comment upon the impact on the financial framework 
of the nation consequent upon the growth in their 


resources, 


(a) As Sources of Borrowed Capital 

55. As a result of the inadequacy and cost of 
chartered bank accommodation during various periods iin 
the last ten years, the trust company, the provincial 
and municipal government and the corporate entity have 
become important suppliers of demand andterm funds to 
the investment industry. The volume of such loans is 
indicated in the weekly figures that have been collected 


by this Association since November of 1960, Were it not 
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for the availability of these funds there is little doubt 
the investment dealer costs would have been greater durin 
the past three years, 

56. As well as providing funds. to investment 
dealers, the "near-bank" also provides short term funds 
to other financial intermediaries, e.g. -- corporate 
pasmoiets: finance companies and provincial and municipal 
governments, Although the volume of such loans out- 
standing at any one time is intermediate, there is reason 
to believe that it would be very considerable. 

(>) As Issuers of Securities 

57. The "near-bank" offers a considerable 
variety of securities ranging from demand deposits to 
debentures, to deposit receipts, to certificates of 
deposits, to short term promissory notes and co csesnsed 
or unsecured finance paper, Terms can vary from one day 
to five years and in size from $1,000 to millions of 
dollars, The securities are offered directly to the 
general public by some of these institutions, while 
others deal only through investment dealers, who act as 
principals or agents in the placement of these securities 
Most of the "near-banks" attempt to secure their funds 
by both avenues, The investment dealer, when acting as 
an agent, obtains a commission for his service. When 
performing as a principal, the dealer re-offers the 
security at a price that will provide a profit. 

5B 4s There has been concern expressed in 
recent years as to the responsibility of the dealer in 
the placement of the securities of "near-banks". The 


pressure exerted within a firm to secure funds for a 
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client have, undoubtedly, resulted in the placement of 
securities of dubious quality. We believe that the 
investment dealer must bear responsibility for the qualit 
when the investing client is not in a position to judge 
the credit risk. The sophisticated investor requires 
no such protection. It is the belief of this 
Association that any nu taa and regulations in this 
respect could be easily circumvented. 

(c) The "Near-Banks" as Clients 

| 59. The growth in assets of some of the 
institutions included in the category "near-banks" is 
graphically represented in the attached eee We 
have shown the substantial inevease in yeaa mortgage 
and stock holdings of the trust and loan corporations 
and in the investments (No published breakdown of these 
investments is available covering all credit unions but 
the Province of Quebec report on Caisses Populaires for 
1960 indicates that over 75 per cent of the total | 
investments of all credit unions were held by. the 


"Caisses" of that Province, distributed as follows: 


Canadian Government Bonds. : $ 24,092,466 
Provincial Government Bonds 34,905,525 
Municipal or School Corporation Bonds 105 ,800, 943 


Church Fabric Bonds, Ecclesiastic and 
Religious Corporation Bonds 


47,226, 664 


Total $212, 025,598) 


of credit unions during the past ten years, The 
attached statistics for Canadian trust companies also 
demonstrate the substantial growth that has taken place 


in the past ten years in assets under administration, 
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When it is 


considered that these statistics cover the assets of 


only certain of the "near-banks", it is evident that thes 


institutions have a significant impact on the market- 


place, 


QUEBEC SAVINGS BANKS 


The attached statistics (Exhibit 1) show the 


extent to which the assets of the Quebec Savings Banks 


are invested in Canadian securities, 


RECOMMENDATIONS 


It is recommended to the Commission that 


consideration be given to the following suggestions: 


Pras 
Page 
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to 
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(1) that the chartered banks adopt policies 
and procedures designed to satisfy the invest- 
ment dealers: that their call loan interest 
rate schedules are to be subject to periodic 
review and appropriate action to keep them 

in line with market conditions and competitive 
with the rates under which similar loans may 
be obtained from non-bank sources, 

(2) that Section 91 of the Bank Act and 
Section 71 (1) of the Quebec Savings Bank Act, 
imposing a ceiling of 6 per cent on the rate 
which may be charged upon bank loans, be 
repealed as being "an undesirable interference 
with freedom of contract." 

(3) that every encouragement should be given 
to the continued healthy development of the 


Investment Dealer's ability to perform 
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satisfactorily the important underwriting 
function and in particular: 

(a) that the banks continue to refrain 
from making term loans (in excess 
of a reasonable limit in amount ) 

28 to business corporations where the 

A469 time of repayment is deferred beyond 

Pr, 41 that of ordinary bank alise oe 

A474 purchasing a security negotiated 

Pr, 42 directly with the customer as 
distinct from buying a publicly issued 
security in the market, 

(b) that there should be no further 
eyteneion: i Merane the relatively few 
cases of long standing which may 
exist, of the inclusion of banks in 

Pr, 44 syndicates underwriting corporate 

securities for resale to the public, 

Pr. 49 particularly where such inclusion 

478 would place the bank in the dual 

position of banker and underwriter 

and where the sale of corporate 
securities is for the purpose of 


paying off bank loans. 
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EXHIBITS 


Graph 1 Investment Dealer Call Loans and Day 
Loans placed with Chartered Banks 


Graph 2 Investment Dealer Call Loans and Day 
Loans placed with "Country Banks". 


Graph 3 Investment Dealer Call Loans and Day 
Loans -=- Total 


Revenue accruing to Chartered Banks 
»and other lenders from Call and Day 
Loans 


Table Changes Security Portfolios of Chartered 
Banks related to Net Issue or Retirement 
of Canadian Bonds and Stocks 
(Bank of Canada Report 1949 - page 7) 


Selected Chartered Bank Statistics 
Table 1 Earnings and Balance Sheet items 1952-1961 


Table 2 
(a) Distribution of Investment 
Holdings 1946-1953 
Table 2 
(b ) Distribution of Investment 
Holdings 1954-1961 
Bank of Canada Report 1956 (pages 27-31) 
Graph Canadian Chartered Bank Investment 


Holdings related to Personal Savings 
Deposits and Loans 


Graph I Trust Companies 
Loan Corporations 


Statistics re above 


Tables 
1-4 Trust Companies 
Tables 
5-6 Loan Corporations 
Credit Unions 
Table Balance Sheet Items 1951-1960 


Quebec Savings Banks 
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EXHIBIT B. 


REVENUE ACCRUING TO CHARTERED BANKS AND OTHER 

LENDERS FROM INTEREST ON LOANS, AND SERVICES 

PROVIDED, TO MEMBERS OF THE INVESTMENT 

DEALERS' ASSOCIATION OF CANADA - YEAR ENDED 
DECEMBER 31, 1961 


Chartered other 
Banks Lenders 

Interest on "Call Loans" $ 4,522,548 $ 2,313,335 
Interest on Short Term 
and Day Loans 3,656,621 3,225,230 
Overcertification 
Charges 581,500 
Miscellaneous Charges 
(including drafts, 
delivery charges, etc.) 705,970 


TOTAL - $ 9,466,639 $ 5,538,565 
Number of Members Reporting 186 
Number of Members Reporting Nii 9 


Number of Members Involved L7z 
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EXHIBIT o"B" 
EXCERPT FROM THE BANK OF CANADA ANNUAL REPORT 1956 
THE BANKING SYSTEM 

he One reason why it is not possible to predict 
the effects of monetary measures with accuracy is the 
uncertainty, which must always exist to some degree, as 
to the reaction of the banking system itself to such 
neredsines In Canada this has been more noticeable 
perhaps than elsewhere because of the extent to which 
commercial banking functions and savings banking function 
are intermingled in the operations of the chartered banks 
Over 80 per cent of total personal savings deposits in 
Canada are held with the chartered banks, and the 
pattern of investment of such deposits has varied widely 
at different times, The banks may under conditions of 
inflationary pressure expand their commercial and 
general loans and other forms of short-term credit from 
such funds, which in other times would go into long-term 
investments, including (since 1954) housing loans. This 
has happened in each of the postwar credit expansion 
cycles (1947-48, 1950-51, 1952-53 and 1955-56). 

2y The possibility of such a development has made 
it necessary for the central bank to regard the total 
volume of deposits of the chartered banks, including 
personal savings deposits, as forming part of the money 
supply, whereas the savings deposits held with specialize 
savings institutions (e.g. trust companies, loan companies, 
savings banks, credit unions) are not so regarded, At a 
time of strong demand for short-term credit, therefore, 


the central bank must endeavour to restrain any increase 
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in total bank deposits, to such a degree that the natural 
and virtually unavoidable increase in personal savings 
deposits is laregely or at times entirely matched by a 
ieatisa in other deposits, 

3. Even so, the effects on credit expansion of 
any particular degree of restraint on monetary expansion 
cannot be predicted with confidence, because of the 
availability for commercial and general loans of funds 
that can be obtained by the banks by selling in large 
volume the Government securities in which a considerable 
proportion of their savings deposits had previously 
been invested, By this means, the greater part of the 
resources of the banks! savings departments have been 
available as required from time to time to agument the 
other resources of the banks' commercial banking 
departments. when the demand for commercial loans has been 
particularly great, Housing loans and other 
investments have been the residual form of investment for 
the savings. departments of the banks. 

4. In other countries personal savings deposits 
are chiefly held by separate and specialized institutions 
sometimes called building societies, sometimes called 
savings and loan associations, sometimes called savings 
banks or mutual savings banks, which make a practice of 
investing such funds in housing loans and in relatively 
long-term securities, Their objective is to invest to 
the best advantage in order to obtain the largest revenue 
consistent with prudent investment practices, and in 
order thereby to be able to pay the highest possible 


rate of interest to their depositors, Experience has 
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Shown that rarely if ever does a savings institution 
encounter an actual decline in its total volume of 
deposits, other than purely temporary or seasonal 
fluctuations which a reasonable degree of liquidity in 
its assets will permit it to meet without having to run 
the risk of losses through sales of long-term investments 
prior to maturity. The great bulk of personal savings 
deposits, increasing from year to ee are accordingly 
invested in non-commercial-banking types of loans and 
investments, and the central bank does not regard such 
deposits as part of the supply of "money" that need be 
directly influenced by monetary operations. 

ae The different evolution of the Canadian banking 
structure has created problems relating both to 
fiuctuations in short-term credit and to fluctuations in 
long-term investment, Until 1954 the Canadian 
chartered banks were not permitted by law to lend money 
on housing or other forms of real estate, presumably 
because they were primarily regarded as commercial banks, 
Because of their efficient operation of a widespread 
branch system in a large sparsely settled country they 
managed to attract most of the personal savings 
deposits of the people, and these became increasingly 
important as the country developed. The increase in 
the chartered banks! savings deposits has averaged 
$340 million a year over the last five years and will 
no doubt continue to rise in the future, Specialized 
savings institutions grew much more slowly, and mainly 
in the large cities, The kind of investments such 


institutions might have made were for the most part not 
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made by the chartered banks. 
6. In 1954 the Bank Act was amended to permit the 
chartered banks to make mortgage loans on new houses, 
loans insured under the National Housing Act. This was 
an important improvement in the machinery of the 
Canadian capital market, I believe it would be 
desirable if means could now be found to encourage 
greater stability in the rate of long-term investment 
by the banks in those fields where they may now operate, 
a. It may be that specialized savings institutions 
which invest their fund in housing loans and other long- 
term investments and oe thereby to pay higher 
rates of interest on savings deposits than the chartered 
banks, will grow in importance and attract a growing 
part of the future personal savings of Canadians. To 
maintain their relative position, the chartered banks 
may find it desirable and necessary to operate in respect 
of the resources of their savings departments in much 
the same way as a savings bank and use such resources 
to provide funds for the ieee of investment naturally 
associated with long-term savings. . 
So. To the extent that personal savings were 
segregated from the commercial lending field, they 
could be regarded as likewise removed from the category 
of "money supply". The banks! short-term credit 
operations would become more responsive to changes in 
monetary conditions. It would, of course, be the duty 
of the central bank -- as it is today -- to see that 
sufficient money was made available to permit an adequate 


volume of short-term credit to be provided through the 
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banking system. The volume of short-term loans might 
not be any different from what it has been, on the 
average and allowing for normal arcktat but a tendency 
towards excessive expansion in periods of inflationary 
pressures would be more readily restrained. Fluctuations 
in mortgage lending would of course be much less 
pronounced, The workings of monetary policy would 
become more predictable and more effective, The 
possibility of a gradual approach towards arrangements 
of the sort outlined would seem to be worthy of sting’ 
and discussion, Progress in such an approach would be 
divdcked. owards expanding mortgage loans and other 
appropriate investments based on future increases in 
savings deposits, not reducing the volume of commercial 


or general loans. 


Bank of Canada Annual Report 1956 (pages 27-31). 
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RETAILING BONDS & STOCKS 
Ti Description of the Retail Market 
(1) The retaii investor, for the purpose of 
this submission is taken as an individual who invests in 
securities, We believe that a better understanding of 
this market can be obtained if we describe retail 
investors in three categories, The actual limits 
established here should be understood in approximate 
terms only, as a general guide, We felt some actual 
figures would have to be stated in defining the categorie : 
and they should therefore be used with the limitations 
they obviously possess. 
ae The small investor -- an individual 
with up to approximately $10,000 
capital invested in securities, 
II. The medium investor -=- an individual 
with roughly $10,000 to $100,000 
capital invested in securities. 
III. The large investor -- the individual 
who has $100,000 or more capital 
invested in securities, 
(2) Until World War I, Canadian savings were 
Small in volume and were invested chiefly in real estate 
and real estate mortgages or left on deposit with banks. 
The banks used most of their assets to make commercial 
loans, investing only a small portion in securities, 
Under circumstances such as these no capital market is 
likely to exist, 
(3) Although th? Canadian Bond business starte 


in the 1830's when some of our member firms now engaged 
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Terente, Ontarie 
in the underwriting and distributing of securities were 
founded, almost all Canadian financing was done in Great 
Britain until 1914, English bond houses dominated the 
market and Canadian dealers in most cases acted merely 
wd thei, After receiving the advice of a Canadian 
dexner; the English bond firm would negotiate directly 
with the borrower and underwrite the loan, assuming all 
liability. 

(4) Throughout this cenaba the Canadian 
dealers developed their retail business, confining their 
activities largely to government and municipal bonds. 
Methods of buying were rather elementary -- the Dealer 
frequently combed local newspapers for notices of 
municipalities and then contacted the local authorities 
with a view to purchasing the entire issue for retail 
sale, With the tremendous expansion in business which 
came in 1900 - 1913 period, Canadian bond houses were 
able to extend their operations to include a few issues 
of companies engaged in public utility operation, 
manufacturing and transportation, 

(5) Bond sales had up to the First World War 
(1914 - 1918) been confined to financial institutions 
and to wealthy individuals. However, the great 
oninee in wealth in Canada prior to and during World 
War I made possible the success of the first Victory 
Loans which require a large number of small purchases. 
Victory Loan campaigns were organized to make the 
population "bond conscious" and to persuade the people 
to loan their savings to the nation. These campaigns, 


aided by the high interest rates, 5 per cent and 54 per 
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cent, brought remarkable success. 

(6) In 1915, 24,862 persons subscribed for 
$78,729,000 of the first domestic War Loan issue, In 
1918, over one million persons subscribed over $660,000, 000 
to the Victory Loan of that year, The campaigns were 
organized at the Government's request, by the newly- 
formed "Bond Dealers' Association of Canada". 

(7) During the period 1920-1930, almost $6 
billion was invested in capital goods, but, contrary to 
earlier periods of eta aus the amount of foreign 
capital which came in was much smaller. Less than $1 
billion of the $6 billion came from the United States, 
The investment boom of the twenties was very largely 
financed out of Canadian savings. As a result Canadian 
financial houses benefitted greatly by the opportunities 
which presented themselves during this period. 

(8) As in World War I, so in World War II, vas 
sums of money were raised internally by the Dominion 
Government through the organized sale of Victory Bonds. 
Almost the entire amount of Canada's war financing was 
carried out through domestic operations. In eleven war 
loan operations the Dominion Government borrowed some 
$12,200 million from its citizens. 

(9) A National War Finance Committee, almast 
wholly composed of investment dealers, was formed with 
headquarters in Ottawa and offices in each province. 

This committee acted as the coordinating body for the 
efforts of all financial firms in Canada and was the 
driving force behind the raising of funds for the 


Government through the sale of Victory Loan Bonds and 
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War Savings Certificates, 

(10) The wide acceptance of Victory Bonds 
stemmed from the committee's efforts in educating a large 
selling force of qualified representatives, The concept 
of a payroll savings plan was introduced to many employer 
and its continued use today is evidence of its value. 

(11) The Victory Loan campaigns of World War 
II were responsible for hundreds of thousands of 
Canadians acacia for the first time, an investment 
security, Today, there are over two million individual 
Canadians who own Government of Canada bonds. oe is 
no doubt that these securities, held by such a large 
percentage of the citizens of the country, are a 
stabilizing and a supporting factor in the period of 
postwar readjustment through which we are still passing. 
The habit of thrift which was encouraged during War Loan 
years and which is renewed each year in the Canada 
Savings Bond campaigns, has developed many new investors 
and provides the basis on which a greater investment 
business can be built in the years ahead, 


The Understanding which the Retail 
Investor has of Securities Markets 


(12) THE SMALL INVESTOR will normally not have 
&@ very good knowledge of securities markets, It has 
been found that he will often have his money invested in 
either of two extremes, i,e, exceedingly conservative, 
where capital will be entirely in fixed income, high 
grade bonds, or extremely speculative, with all funds 
invested in penny gambling stocks. Of course, the 


Size of his holdings severly restricts the degree of 
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diversification which is possible and in Some cases 

in recent years, the small investor has turned to mutual 
funds, not necessarily of his own initiative, Very 
rarely will the small investor be found who owns one or 
two good investment grade stocks. The small investor 
depends almost entirely upon his investment dealer, 
stock broker or bank manager for guidance with his 
investments, and the investment dealer actually goes out 
and cultivates this business and does extensive work in 
guiding and educating the small investor, 

(13) THE MEDIUM INVESTOR quite often has a 
growing account, being an advancing professional or 
business man whose income is such that substantial 
yearly savings are possible, Where this is the ee 
he will often be relatively well informed, though too 
busy to enter very fully into a study of investments, or 
to follow the regular progress of his securities. He 
too, will rely heavily upon his investment dealer or 
stock broker and will follow his guidance in most 
matters, 

(14) The medium investor could also be someone 
dependent upon this capital as a supplementary or even 
sole source of income, This may be a retired, or semi- 
retired person, @ widow or dependent child who has 
inherited the capital. Generally speaking, this 
medium investor will not be too sophisticated or 
knowledgeable in investment matters, and will tend to 
follow the guidance of an investment dealer or stock 
broker, Much of the educational effort done by 


individual dealers and the Investment Dealers! Associatio 
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is aimed at this market, 
(15) THE LARGE INVESTOR is quite different 
from the small and medium investor, He will namally be 
quite well informed on securities and markets, will 
follow details of prices and know what is going on 
from day to day. He will read financial journals and 
periodicals, he may subscribe to one or more investment 
decses services and will likely do business with more 
than one investment dealer or stock broker, This is a 
more setpetrtsye market for the investment dealer, but 
it is also one where the educational effort does not 
need to be so great and where the costs of doing 
business relative to the returns are less. 


The Variety of Securities Sold 
in the Retail Market 


(16) The smail investor is a market for bonds 
of all types. In the Province of Quebec, and to some 
extent in the Maritimes, the small investor is a good 
market for municipal bonds, but this does not hold true 
to the same extent in the other provinces. In practice, 
in the past, the small investor has not constituted a 
good source of capital for new sound enterprises, though 
many have gone to outright “speemlatiom. There is no 
reason why this should be so, but it does show that a 
large job of education is still required, which, of 
course, immensely increases the costs of doing business. 

(17) The medium investor also is a good market 
for all types of bonds, for good quality common stocks 
and for serious new ventures, Quite often the medium 
investor is in a high tax bracket, and is therefore 


interested in capital appreciation with income a 
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secondary feature, 
(18) The large investor provides a good 
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market for all types of securities from short tern 
Government of Canada bonds to common stock in a risk 
venture, 

au servicing the Retail Market 

The Investment Dealers 

(19) In another section of this brief, it is 
Shown that a large percentage of the investment dealers 
in Canada are in the retail field, 

(20) There are as well other financial 
intermediaries in this field -- banks and stock brokers 
sell securities to the retail market’, and some mutual 
funds have their own sales forces. The banks do not 
send salesmen into the field as investment dealers do, 
nor do stock brokers to any large extent, Almost 
exclusively it is investment dealers who have salesmen 
travelling and covering territories and carrying a broad 
variety of securities. 


Organization Required to 
Service Retail Accounts 


(21) In order to service retail accounts, the 
investment dealer must first have the knowledge and 
resources to select and buy the securities which are to 
be offered to his ciients, He then must have a system of 
distribution -- a sales force with enough clients to 
purchase the merchandise he has to offer, 

(22) Developing a marketing organization is'a 
major task for an investment dealer, To competently 


service retail accounts investment dealers must have 


Bs 
. 


2 \ 4 » ‘: tall 
‘\ he A <& 
Ae a ®) ‘ 
obawts ee 5 


-omgdsot yusb 


nooee 
boog & nebivotq toteevat og 1st edt (81) 


oyod dyode mot? gekditrsosa to asqyd Ife. tot Joxlysem 


dat s mt aoota mommoo od abnod sbsnsd lo daemaxevep 


. sd NeV 
doNusM L[isdoH odd gafoivasea juh nS 
arefsed Jaomiaeval sat otoe tue 

at di ,tetyd etdd to mottooe iwsdidoms ar (ef) 
awelseb vUnemteevat “ to sastasoreq gatsl s Jsad. awogle 
.bf9f% [fstes sdv nt sis sbsasd af 

[stonsntt reddo [flew es os stent (OS) 
erenord Noote ae ennsd <- eee oi. aeitrsibomredat 
[sudum smoa bas .‘texttan [ister odd oF esttinsose, (ise 


Jom ob eNasd scT .aeso%0%t estse mwo thed? ever ebawt 


,ob ae7Tslseb Unomveeval es bleit sad odnt msomestse base. 


JeomlA .3nedxe sgusi vas od eteadord Moote ob ton 
nomestes evsed odw atsliseb tnemdeovatl at Tr ith dat mnie 
bsotd & gniyiiso bas esitotturesd artrsvoo bas gutiLevert 
~cektviuyose ‘to qierrsy 


ov betivpsh dotissinsg 10 
_ SiayoooA Listen softwares 


edd .atmuooos [ister soivise od tebio at (1S) 
bas egbolworn edd svg Jaxvkt tgagm wslsob Inomiacvat 
ot ots dotaw eeidtuuosa odd yud pas toeloe ov esotvoeast 
to modJeye.s svsd dau asdt sH .etastfto atd ot bexrstto sod 
ov atasilto devoas ditw sotet eelse & -- mokiudiudatb 
-I9TIo o3 esd i eeebeiliinian orld sasdoug 

8 at sotissinsgio gattovism s satgoLeved (SS) 
Ylinedegmoo of .a9lssbh tasmdesval as tot dest no fen 


oved daum ausiseb tasmdaevat edasooos Liste 1 soivise 


¢ 
= 


ve 
\ o4 
: 


| 


Nethercut & Young A ° é, nF 9 


Terento, Ontaric -Ii- 


salesmen qualified in the sense that they must be 
familiar with Le See know how to assess securities 
and, at the same time, be able to convey this to the 
ordinary individual. . This means the investment 

dealer =e have facilities to train salesmen, and have 
sufficient resources to carry salesmen until they 
become productive, In turn, the ‘Selesman: ust 

develop a clientele, and cover a sufficient number of 
investors so that a wide variety of securities can be 
Sold. He must have enough customers in each category. 

(23) The investment dealers must also have 
an analytical or research department to supply salesmen 
with information and guidance. The size of this saat 
ment will depend on the size of the firm and the number 
of salesmen in the field. Many refinements to ea a 
such as portfolio supervision, have been added in recent 
years and the competition increasingly demands this type 
of service, 

(24) For investment dealers engaged in 
underwriting, an underwriting department is required or 
such work may be the chief function of the senior 
personnel. 

(25) An accounting department and a trading 
department must be maintained, and the latter particular- 
ly requires well trained personnel. 

(26) The investment dealer must have a 
communication system which puts his head office in touch 
with out of town paisa and branches. Larger dealers 
generally use direct wires and all dealers make 


extensive use of long distance telephone. The business 
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necessitates rapid communication. 

(27) This organization will vary with size, 
but in general it must be said the investment dealer 
requires sufficient facilities to buy and sell 
securities, to offer these to his customers, and to 
provide those customers with sufficient information and 
guidance on their investments, 

(28) It is quite apparent from the foregoing 
section that the costs of doing retail business are high, 
The Supply of Information 

(29) A large percentage of the cost of the 
Investment Dealers! Association goes to service the 
retail investor, to educate him and to provide ee with 
instructive information. All dealers participate in 
these association endeavours to educate the general 
public in twoways. First, a substantial portion of the 
regular fees go to educational work, and secondly, 
investment dealers lend personnel who donate their time 
freely to association endeavours. 

(30) Investment dealers must, on an 
independent basis, make available a broad variety of 
informative material to the public. This could take the 
form of a monthly letter discussing general conditions 
or specific securities, it could be a weekly comment, or 
a review of a company or a special write-up on a new 
underwriting, 

(31) To prepare this material, investment 
dealers have research departments which may vary in size 
from one man for a small or local dealer to possibly a 


dozen people for a large national dealer, The informatio 
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itself may vary from a brief comment for general 
distribution to a 30 or 40 page study for select 
distribution. 

(32) Investment dealers are continually 
attempting to interest new investors. 

(33) Possibly the greatest number of new 
investors come to an investment dealer from referrais by 
his existing clientele, In addition, new investors 
are attracted by advertising, in which = die monthly or 
other type of informative material might be offered, 
When investors respond, they are followed up by the 
firm's salesmen, 

(344A) New investors can also be approached 
directly when Government Bonds are being offered, and 
this is widely done on Canada Savings Bond campaigns. 

It should be pointed out that investment dealers go out 
and ageressively sell Canada Savings Bonds to 
established and new accounts. They do not just accept 
unsolicited orders, This is considered to be a 
valuable service since it puts Canada Savings Bonds into 
the hands of many people who would not otherwise own 
them, and provides a broader and a stronger distribution 
of these securities, 

(34B) It should be noted that investment 
dealers are prohibited by law from directly approaching 
new accounts at home for other than Govemment Bonds, 
and this does have a restricting influence on the 
development of new accounts. 


The Training of Retail Salesmen 


(35) Investment dealers have sales training 
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programs. In most cases, this necessitates the 
prospective salesman spending time in each of the 
different operating departments so that he can become 
thoroughly familiar with the total operation. During 
this pies; he attends sales meetings and is expected to 
familiarize himself with investments and securities 
markets. He is often vacua to complete one or both 
of the two courses in the "principles and practices of 
investment finance in Canda" offered by the Investment 
Dealers! Association. 

(36) Training is, of eoaisas a continuous 
process of education, The salesman should be able to 
ce ee his firm for basic information and. opinions 
on conditions in general and securities in particular. 
Protecting Investors! Capital 

(37) Investment dealers continue to take an 
interest in an enterprise after the securities ae that 
enterprise have been distributed by them to investors. 
A representative will often sit on the Bard of 
Directors and even on the management committee and 
financial statements and reports are obtained and 
studied regularly. If a situation develops where 
investors! capital may be in danger, investment dealers 
will devote a considerable amount of time and, sometimes, 
capital, to protect their clients! capital and to 
attempt to restore the enterprise to a profitable 
operation, 

RISK CAPITAL 
(38) It is quite apparent and an accepted 


fact that risk capital is essential to the future 
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development of this country, 
Definition 

(39) Risk capital, for the purposes of this 
submission, is taken to mean capital which is used for 
the development of new ventanes: which ventures might 
be in primary or-secondary industry. All types and 
variations of securities are used to raise risk capital 
in the retail markets, Bonds and debentures, 
convertible or with warrants attached, preferred stocks 
and common stocks are all émpvege a! Singly and in units, 
Sources of Risk Capital 

(40) The risk capital required in Canada has 
been and will continue to come from éovporatiéhe, from 
institutions, from foreign investors and from small 
groups of large investors and from the general public, 
It is with this latter group that this submission is 
concerned, 
The Public's Record and Attitude 

(41) For purposes of this presentation, we 

Should like to make a distinction between two different 
types of risk capital, 
(a) That capital which is placed for 
long term investment in ventures, 
intelligently and seriously conceived 
and backed by reputable entrepreneurs. 
This is primarily the business of 
investment dealers. 
(b) That capital which is invested for 
large, immediate profits, with little 


or no concern for the ultimate outcome 
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of the:enterprise, The degree of risk 

in this case is extremely high and the 

chance of ultimate success is often 

doubtful; Such capital is quite often 

associated with mining and oil 

development, and in some cases, it is 

difficult to determine the integrity of 

the scheme, 

(42) It is our considered opinion that interesft 
has been developing in that type of capital described 
under (a), but too many retail investors who do take 
an interest in (a) will often exploit an early opportunit 
for small short term capital gain and ignore the ultimate 
benefits, Thus, the equity in many long term ventures 
has shifted gradually from the public to institutional 
and foreign investors, who are more sophisticated and 
prepared to wait for long term development. 

(43) ‘The public will invest and hold the 
equity of established and proven enterprises for long 
periods of time, as witness the large retail interest 
in the common stock of leading Canadian companies, but 
investing in new unproven enterprise seems to be 
regarded more as a speculation than a serious and 
eventually profitable business, The lack of interest in 
the ultimate development of the actual enterprise itself 
takes second place to the interest in the short term 
action of the common stock. Possibly only bitter 
experience with (b) will eventually change this 
attitude, The investment dealer, through a widespread 


educational effort is doing a great deal to help, but 
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it is our considered opinion that this is a long slow 
process, 

Raising Rick Capital 

(44) This submission is concerned only with 
risk capital raised by investment dealers, 

(45) Ventures requiring capital may be 
canine se an investment dealer by a promoter or 
entrepreneur, who has either previously done tentinetsa 
with him, or who has been recommended by someone who 
has. The investment dealer will study all the facts 
and thoroughly examine the situation. 

(46) once the investment dealer is satisfied 
that an enterprise is feasible, he will discuss and 

suggest what form the financing should take, This 
latter consideration is affected by many things, 
including the current markets, Here',::of; course; 
government policy is most important in setting the proper 
environment, and this is true whether fixed income, 
senior security financing or equity financing is 
involved. 

(47) After this has been done, the securities 
must be sold, In the retailing operation, the 
investment dealer will inform his salesman of the 
details of the proposed issue of securities. How this 
communication ef ‘nformation actually occurs will vary, 
but normally the dealer will hold a sales meeting into 
which ne will bring all his salesmen. At this 
meeting, he will have company representatives to answer 
questions and fully explain the particular issue, A 


field trip to the Company's plant or proposed plant or 
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property may take place. The dealer will follow this 
up with an informative bulletin and, of course, there 
must be a prospectus, 

(48) Once he has a good understanding of 
the situation, the salesman can then select those of 
his accounts to which the security is suitable. He 
can then go to thse accounts and sell this security. 

(49). In some cases, investors are sold issues 
they should not really own, by salesmen who, in their 
desire to make a sale, overlook the circumstances of 
the case, This is something which investment dealers 
are continually striving. to overcome., 

RETAILING BONDS AND STOCKS, AND RISK CAPITAL, 

CONCLUSIONS AND RECOMMENDATION FOR THE 

1.D,A, BRIEF 
References (a) Government of Canada Financing. We 
recommended that greater consideration 


be given to the retail market when decid- 


Pra ul 

Page A.515 ing terms of.Government of Canada bond 
Pr. 18 - issues. Since 1959 - 1960 when various 
Page A,518 


53 per cent Bonds were issued, few issues 
of the Government of Canada have been 
suitable for retail accounts. From 

eo to time bond issues tailored to 

the retail market would be most approp- 
riate. For instance, the retail holders 
of medium term bonds should be given 

the privilege of converting them into 
longer term bonds. If this is not done, 
the probability is that when the medium 


term bonds become short term bonds, the 
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retail holders will dispose of them 

because of their low yield and will 

no longer hold them when new issues of 

long term securities are offered, 

(b) Government Influence on stability. 

Government policies have an immense effect 
Pr. 46 on retail investors, Investment dealers 
Page A.525 

| who sell and trade Government and 
corporation securities and raise risk 
capital must do so under stable market 
conditions. Therefore, when disturvine’ 
factors arise, Government leaders should 
do everything possible to clarify the 
situation and restore stability. 

(c) Tax Credits. It is recommended that 
gp Le the percentage tax credit on dividends | 
Page A.517 : 
which shareholders are now allowed be 
raised for lower income groups; perhaps 
the first $500 of annual dividend income 


would carry a higher percentage of tax 


eredits or even be tax free, 
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STOCK BUSINESS 

1. INTRODUCTION 

In considering the operations of investment 
dealers, stock business obviously bulks very large and 
may indeed lay claim to pride of place, In the 
following pages, an effort is made to describe the nature 
of this business, It is first intended to examine 
briefly the various markets where Canadian securities 
are traded, and this will include a discussion of 
secondary distributions and the over-the-counter market. 
Most of the analysis will be concerned with the questions 
of the supply of and the demand for Canadian stocks. 
In this connection, some estimates will be made of net 
annual flows of funds from various sources into the 
Canadian stock market as well as of the existing 
importance of selected investors -- both individual and 
institutional -- in Canadian equity ownership. In 
addition, the part played by investment dealers and 
companies in helping to broaden stock ownership in 
Canada will be discussed briefly. The section will 
conclude with a number of recommendations. 
2. THE STOCK EXCHANGES IN CANADA. 

There are at present six exchanges in Canada, 
The relative size of their operations is indicated in the 
following table, which covers trading in 1960. Asa 
basis of comparison, in the same year the number and 
value of shares traded on the New York Stock Exchange 
amounted to 987 million shares and $38.0 billion 
respectively, and on the American Stock Exchange to 


32 million shares and $4.2 billion. 
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TABLE I 
Stock Exchange Transactions in 1960 


Industrial Mines and Total Clearing 
Shares (a) Oils Shares Shares Values 


- - - -thousand shares - - - -($ thousands) 
Toronto 43,758 425, 933 469,692 1,223,330 
Montreal(b) 19,298 58,186 77,485 671,993 
Vancouver 2,237 19, 026 21,263 40,468 
Calgary 196 9,812 10,009 a, [oo 
Winnipeg 111 STi. 488 1,615 


(a) Shares of industrials, public utilities, banks, etc. 


(ob) Montreal Stock Exchange and Canadian Stock Exchange 
combined, 


Source: Toronto Stock Exchange 

ik At the end of 1961 there were 1,117 
stocks listed on the Toronto Stock Exchange with a 
quoted market value of $61 billion, and 832 on the 
Montreal and Canadian Exchanges with a market value 
of $59 billion. If account is taken of the substantial 
amount of duplication arising out of interlistings, the 
quoted market value of stocks on the Montreal and 
Toronto exchanges may be estimated at under $62 billion, 
covering some 1,250 stocks, Of these, 21 with a market 
value of $31 3/4 billion consisted of foreign firms, 
mainly a few large U.S. companies, whose stocks are 
listed in Canada as well as in the United States, of 
the remainder, 168 with a market value of about $1 
billion were preferred stocks; this left listings having 
a value of $29 billion made up of Canadian common, "A" 
and "B" stocks, 


4 A number of Canadian shares are listed 
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abroad, mainly in the United States, At the end of 
1961, there were 11 Canadian companies listed on the 
New York Stock Exchange and 94 on the American Stock 
Exchange. Other centers where Canadian stocks are 
traded include London, Brussels and Paris. 

De As a measure of trading activity, 
Toronto clearing values in 1961 represented 4.1 per cent 
of the total quoted market value of the list at the 
end of the-year. If the foreign«stocks are excluded, 
the proportion is raised to 8.6 per cent, A further 
refinement is the removal of that section of the list 
which is in effect untradeable; this includes stocks 
that are owned on a permanent basis, notably inter- 
company holdings. The Bank of Nova Scotia, in its 
monthly review of October, 1960, estimates that 30 per 
cent of Canadian securities fall into this class, which 
would reduce the market value at the close of 1961 of 
potentially active stocks on the Toronto list to $20.5 
billion and lift the measure of trading activity (clear- 
ing values of that year as a proportion of the adjusted 
total) to 12.3 per cent. It should be noted that 1961 
was an active period in stock trading; in 1960, on the 
other hand, which was slow, clearing values were only 
half as large. 
Secondary Distributions 

6, In any discussion of the operations of 
Canadian stock markets, the secondary method of 
distribution must be mentioned. Usually, the offering 
is of a block of stock which is too big to be readily 


assimilated in the day-to-day market on the stock 
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exchanges. In Canada, the total value of the stock 
offered in any one distribution might range between 
$250,000 to perhaps $2 million or $3 million. These 
"secondaries", developed several years ago, have been 
used more and more frequently in the past two or three 
years as the most efficient method of distributing 
stocks on a wide basis. 

7% The vendor of the stock, by negotiation 
with one dealer, will agree to terms of offering, such 
as pricing and the commission to be paid to the 
underwriting or distributing group. The originating 
dealer usually invites other dealers to accept an under- 
writing position in the group. This group accepts firm 
stock at the offering prices, less a commission 
previously arranged. 

8. The price at which the offering will be 
made usually bears a very close relationship to the 
quoted market on the Stock Exchange for the stock. 
Generally speaking, the offering price is on the bid 
side of the market or, in some cases, slightly below 
the bid side. Various factors must be considered when 
pricing the offering, such as general market conditions, 
outlook for the company whose stock is being offered, 
and the popularity of the stock being offered. 

9. The commission paid on the offering, as 
it has developed in the Canadian market, usually amounts 
to double the minimum Stock Exchange commission on a 
stock selling at the offering price and, in some cases, 
there may be an additional small commission which might 


be considered a finder's fee. It might be noted that 
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commissions paid on secondary distributions in the U.S. 
market range from about four to six and a half times the 
average minimum commission rate, 
Stock Exchange Commissions in Canada 

10. Sinee the late 1930's there have been 
two revisions of the scale of commissions charged by 
brokers for effecting transactions for their clients. 
The first realignment in 1945 involved almost entirely 
an upward revision of charges in all classes, The 
second was a combination of upward revisions and 
reclassifications which removed certain anomalies in 
the fees charged to clients, In themselves, the upward 
adjustments were not substantial in relation to the 
volume of money involved in many transactions, It 
should be noted that, in the post-war period, demands 
for added services, communications and servicing of 
transactions have required a considerable increase in 
operating expenditures by brokers. A further revision of 
these brokerage charges may have to be made so as to 
reflect more fulay the dollar value of the transaction 
and the true cost of effecting the smaller transactions, 
In other words, abuntaaivite may have to be re-examined 
in the light of operating expenditures on services, 
the maintenance of which is necessary if the full 
interests of clients are to be served. This would be 
done only after a thorough and exhaustive review of the 
increased capital cost of doing business and of the 
relationship of commissions to the dollar value of the 


transaction. 
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The Over-the-Counter Market 

11. The Canadian over-the-counter market 
covers virtually all transactions of the following 
securities: Government, Provincial and Municipal 
bonds and corporate debentures; in addition, many stock 
issues, which for one reason or another are not listed 
on an exchange, are traded on the market, as well as 
most mutual fund shares, Among the quality stocks 
involved, mention may be made of those of a number of 
insurance companies and trust companies. sion sous eae 
also take place in several European securities, 
particularly of British origin. The over-the-counter 
market is extensively used by investment dealers, 
providing an initial market for new issue securities. 
Most new industrial issues, being offered for the first 
time to the Canadian public, initially trade over. the 
counter prior to becoming listed on recognized Canadian 
stock exchanges. Rights offerings to shareholders in 
a good many cases trade over the counter during a 
limited period until the right expires. 

12, In the natural resource field, the over- 
the-counter market ( facilitates trading in a wide variety 
of low-priced speculative securities, These stocks 
usually represent small exploration attempts to develop 
natural resources in Canada, Usually, where success is 
achieved in the development of a natural resource, the 
stock in question will qualify for listing on one of 
the stock exchanges in the country; the vast majority 
of these speculative vehicles, however, remains 


unlisted and very often dormant until revived by 
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circumstances within their area of activity. 

13. The over-the-counter market is vast and 
complex and not located in any given meeting place, 
From coast to coast, traders in investment and 
brokerage firms are constantly in touch with each other 
through private telegraph wires, telephones and other 
communication facilities at their disposal. In the 
over-the-counter market, the dealer acts either as 
principal or as agent. Acting as principal, he buys or 
sells securities net without any weuttanden charge; in 
acting as an agent he usually adheres to commissions 
prescribed by the Montreal and Toronto Stock Exchanges. 
Very often, the over-the-counter dealer is obliged to 
take inventory positions in securities which he may be 
trading. He therefore risks his own capital in the 
maintenance of various positions in anticipation of a 
future demand for the security in question. 

14, Because so many securities of varying 
characteristics are traded over the counter by large, 
medium-siged and small investment firms, it is impossible 
to determine the gross dollar turn-over for any given 
period of time. At certain times, particularly dur ing 
the creation of brand new industries, such Me uranium, 
oil and gas and the related pipelines, activity in the 
over-the-counter markets increases sharply; the same 
is true during periods of traditional natural resource 
deve lopment6 At other times, trading in over-the-counter 
securities shrinks, reflecting movements only in & 
limited number of Canadian securities. . As compared 


with the American market, Canada's over-the-counter marke 
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in stocks is extremely small. In the United States. 
there are about 5,000 unlisted issues quoted daily in 
American papers as opposed to only 1,600 stocks listed 
on the New York Stock Exchange. In Canada, the reverse 
would be the case, excluding penny mining shares, in 
that there are far more shares of Canadian companies 
listed on recognized stock exchanges than there are 


traded in the Canadian over-the-counter market, 


ae eae 
15. THE SUPPLY OF STOCKS 

The discussion now turns on the supply of 
shares, which constitutes one of the most important 
topics falling within the broad subject of stock 
business. While frequent mention is made of this 
supply, it is hard to analyze in terms of actual 
quantities, At any given moment in time, the supply 
may be expressed as the value of stocks on the Canadian 
exchanges, adjustments having been made for those - 
listed on more saat one exchange, for foreign stocks 
listed on Canadian exchanges and perhaps also for that 
proportion which is so unlikely to be traded that it 
cannot be regarded as forming part of any potential 
offering. A second measure of supply is the total of 
new stocks, net of redemptions, issued over a period of 
years. In Table II, this information is given for the 
period since 1952. 

16. The significance of these figures is 
discussed in detail in the section ae aeeseabi 
Corporation Finance, Suffice it to say here that: (a) 


there has been a steady post-war rise in the proportion 
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of business capital expenditures financed internally; 
(b) in the period since 1952, the dollar amount of 
business external financing rose to a peak in 1956- 

1957 and has since subsided to less than half its 
record levels; (c) within this total, somewhat more than 
two-fifths has been accounted for by equity financing. 

17. Among the many factors affecting the 
supply of Canadian stocks, the following are among the 
more importants: 

(a) Perhaps the most obvious, is the nature 
of Canada's economic development. The emphasis on 
the exploitation of Canada's natural resources is most 
strikingly reflected on the board of the Toronto Stock 
Exchange where "penny" mining shares abound; close to 
half of the stocks listed are in fact priced at less 
than $5.00, The absence of "space" stocks, the limited 
number of electronics, chemical and drug stocks, etc., 
again reflect the character of industrial growth in this 
country. 

(bo) The great importance of foreign ownership 
in a number of Canadian industries has resulted either 
in the presence in Canada of wholly-owned subsidiaries in 
the operations of which the public cannot acquire a 
direct interest, or in the effective withdrawal from 
the market of the majority of a company's stock; Ford 
Motor Company of Canada, 75 per cent owned by Ford of 
U.S., is an example of the latter process, The subject 
is discussed at greater length in a separate section. 

(c) The extent of public ownership is a third 


general determinant of the availability of Canadian 
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equities; its effects are most obvious in transportation 
and utilities; the expropriation of B.C. Electric is the 
most recent case in point, 

(d) The mutualization of insurance companies 
provides another example of the withdrawal of stocks 
from the market, In the three years 1958-1960, such 
purchases averaged $52 million annually. 

(e) Among considerations internal to 
corporations that affect the supply, mention should be 
made of the incentive to debt financing provided by the 
fact that interest costs are pre-taxed; piieas every 
time the corporate tax rate is increased, this incentive - 
strengthens, 

(f) Also militating against equity financing 
is the prospect of further inflation; clearly the 
possibility of borrowing money having a certain 
purchasing power and eadeteeuis repaying it in currency 
with a reduced purchasing power acts as a stimulus to 
debt financing. 

18, There are, at the same time, a number of 
expansionary influences on the supply of stocks. The 
absance of a capital gains tax, by enabling profits to 
be realized with no penalty to the Le provides 
a real stimulus to trading. The 1954 revision of the 
Bank Act, which permitted. the chartered banks to exclude 
certain classes of their shareholders from share 
offerings, enabled them to escape the disclosure require- 
ments of the U.S. Securities Exchange Commission, and has 
greatly stimulated the issue of bank shares through 


rights offerings. As a general comment, because of the 
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existence of S.E.C. regulations, rights issues of 
Canadian companies are sometimes not offered to U.S. 
residents, and this has the resuit of adding to the 
supply of stocks on the Canadian markets. eee 
though, the most important petted for the steadiness 
of the flow of new equity issues in the post-war period 
are; a) some companies do not have the financial 
standing and/or lack the type of assets that would permit 
financing at a reasonable cost through the sale of long 
term debt; b) other companies that do not suffer from 
these limitations nevertheless make stock issues because 
of the need to build up their equity base; understandably 
this is particularly true where retained earnings are 
relatively unimportant and is characteristic of certain 
kinds of utilities, as for instance pipe lines and Be11 
Telephone, oe 

19. From these few comments, it is apparent 
that among the forces arrestin the supply of Canadian 
equities, a significant number have a restrictive 
influence. 
20. STOCK OWNERSHIP AND SOURCES OF DEMAND FOR STOCKS 

The incidence of stock holdings among 
individual Canadians and the importance of financial 
institutions in Canada in the ownership of stocks are 
subjects which are of immense interest but on which, as 
a general rule, only limited statistical information 
is available. 
Individual Investors 

21. Looking first of all at the position of 


individuals, some broad comments can be made on the 
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incidence of equity ownership among various income 
groups. In Table III the findings of two cugvens 
covering non-farm families and unattached individuals 
in Canada are presented, It deserves to be pointed out 
that, under the wording of the questionnaire, both 
publicly traded common and preferred stocks and those 
traded over the counter were included; the survey was 
not limited to Canadian equities; with respect to the 
treatment given to mutual funds, while the wording was 
somewhat ambiguous, it may be assumed that most mutual 
fund shareholders will have regarded themselves as 
stockholders in their replies, 

22. From Table III, it appears that in the 
spring of 1959 a little over 9 per cent of Canadian 
families and unattached individuals owned stocks, an 
increase of 50,000 from three years previously. Within 
the various income groups, it is not surprising to 
‘find by far the greatest incidence of ownership among 
the higher brackets,~ It should be emphasized that these 
figures must be treated with caution (particularly those 
for 1956 which are based on a considerably smaller 
sample than was the case in 1959); nevertheless, it is 
of some interest to note that the overall percentages 
are not very different from those obtained in the United 
States: a U.S. survey (Federal Reserve Bulletin, June, 
1955) revealed that 8 per cent of U.S. family units 
were stockholders, 

23. In Table IV, some idea can be obtained 
of the concentration of stock ownership. In 


considering these figures, it should first be pointed 
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out that they refer only to taxable persons, that is to 
say to persons whose taxable income exceeded their 
exemptions; (that this should not be too serious a 
limitation, however, is suggested by the fact that in 
1959 dividend income reported in non-taxable nce 
amounted to only $10,383,000, as against a total of 
$296,218,000 in taxable returns), As in Table III, the 
findings relate to both preferred and common stocks; 
unlike the ae table, however, the information is 
limited to holdings of stocks of taxable Canadian 
corporations, since it is only on these that the credit 
may be claimed, he to the reliability of these taxation 
figures, the incentive to accurate reporting provided 
by the dividend tax credit is obviously important; it 
has been estimated that the amount of dividends reported 
on the individual income tax returns represents more 
than 90 per cent of actual dividend receipts. 

24, Not surprisingly, the incidence of stock 
ownership indicated in Table IV (those claiming a 
dividend tax credit as a percent of total taxable 
persons) is lower throughout the various income groups 
than in Table III, where no distinction is drawn 
between holdings of dividend-paying and non-dividend 
paying stocks, Perhaps the most interesting feature 
of the table is the evidence it provides of the 
concentration of stock ownership; 55,000 individuals, 
representing little more than 1+ per cent of all 
taxable persons in Canada, accounted for over 60 per 
cent of dividend income reported in all taxable returns. 


25. There are no figures on the actual market 


: 
thods bebesoxs omoont eldaxsd seoriie ‘ehoEteq qantas | 


“6 avottea ood sd ton bluode abdd) tet) :edotiqnexs 


omk dedd dost ont vd betesguve af. wevewod  .dofvsetinil 


enwud ey efdsxet-non at fhsttogst smoomk brebiwkb eCcel 


to [stod s tenisgs 2s .000,€86,.012 yino od betanoms 

arid gt sidsT at 2A .(enrtuis2 sidsxst at 000 eOESi voess 
.adsodve sommoo bas berrstedg dtodd of sisiet agatbntt 

ef mofismioitngt ond .rsvewon .sids? err erly sation Q 
mstbsas) sidsxst to aNoote Yo agnPbion od betimEL 0! 
dibers eft ded saedd mo vino et dicsonte .anofiaroqioo ire 
| mokisxed seedi to YdLlidettor orld ov eA ,bemisio sd yam i 
bebtvotqg gaivtoges sisusoos of syidmeont ead .esutegtt |e 

vi ,sastuogmi ylevotvdo eft diboro xsd Besbiwvib sdt xd yet 
bedyoast abrsbivitbh to Jnvoms ond tedd betamitee mosd esd ler 
S6iom avmeceiqes ariudey xsi eaoont Llsubivibat 6a3 no fan 
evgqisost bashivib {sutos To taeo *8q OC asad i 

Sait to somsbiont odd .ylgntetuquve dow 8s a3 iar 
~& gnimisio sect) VI eldsT ot betsotbnt atderonwo yet 
Sidsxsd [stot to Insomg s&s BS Jibsto xB3 Baebivib Os 

equo tg smooml avolisv edd tyorignwonrdd tawol ek (artoateg l ts 
awsub at moltoniteth on sredw .ITT efdst at macs gS 
basbivib-conm bas 3riyeq=Basbivib to egriblod noewted | 
emuvsel gritvesxedat deom edd eqsdtsd .edsote satysed 

edt to esbivotq tL sonmebive ead ek ofdst sx? to 
,elsubtvibni 000.22 :qkiatenwo awoode to mottsrdnsonco 
ffs to tnso req 41 asd stom SLdstL gattnsesrqes 

teq GO "ovo tot badnwooos .sbsasd mt enoersaq eldaxs3 
-antuver sidsxsd [fs nt betsoqer smoont basbivibh to Jno 


| dosterse feudos odd mo 2e1rett on 918 sed? OS. OC ez wee 


\ : J 


A545 


= 
= 
~~ 
ba 
~ 
~J 
S 
5 
J 
~ 
= 
v 


Terento, Ontaria 


HOOT 
B12" 9628 
$e°9 

£09 "€92 


O64 ‘srs 't 


sdno.4 
aWO OUT 
= LV 


6°09 
"gg ‘oet$ 
gee 
ie 


LG ° L2T 


LeAO pue 
000 “oT$ 


4 


%8°OT BE °6 
oe ; ang‘ zt 
st te 
ng +e GTT “OS 


Qe ‘oO? CHT “C65 


000 °6$ 666 °9$ 


000" L$ 000 “c¢ 


6G6T UT aWOoOUL puaptatTq 


AT WIV 


_ is 


enusAdsy TBUOCTAeEN JO queuqaedag >p0mnog 


49° OT bee sdnoziy owoour tte 

| OJ Te,0] JO % sy 

Ont ‘6y $ Hot. ¢ (o00$¢) paeatoooy 
; SpUSPTATC Teq,o, 

O° +7 bi Sm suosazed otqexeys 

3 JO °ON Jo % sy 

L6E*SOT Gel °ST ATpedo xez 
PUSPTATC BuUTWTeTO ON 

225° GG9°Z one’ z99 suosidog 
3 alqexe, JO cequnn 


666 *#$ 000 *2$ 
-000 ‘z$ _cepun 


VI @JaAT 


“© Q80r at emoomt basbivia 


000,088 000.7 000,a@¢ 5 2 | . 4 x | 
evo bas 000,e eee 98 _ eee He 900, . 2 oe 


a. sae aes 7. ae ass | ; ae ae. | | sidsxsT to sodmult 

a ~ @gH.S8s.4. | yee. TSt Ssi,S = Gt .cee SS2,82d.8 ONS, 33 — ennoe ted 

4 4 TE ae = ae ia 5 = : busbivid gatmtsts ou ; 
FO00.£08 -§S0 22 BEE YE eff .oc yee, col eSyPper dtbeto xs? 


es — | RY 3 to .ou to ® eA 
eo .9 “RS EH RE. BL FE.S ®O, 4 SHS atoeteq sidsxsT 


| | re ee | | er abriebivid Isto 
BLS, de8s , BBA 0814 Bee LE 3 Ske Ss off eH 8 HHOLY (000¢) bevieoesl 
: Cag : | tot f[atoT to ® ah 
HOO L 00 RS.OL REP ¥O,0£ RE,8 eqavorD omoonl ILs 


euneveH [snolisw to tnemtusged ; so10e 


Nethercut & Young A 5 6 
Terente, Ontario a = J = 


value of individuals' stock holdings. Statistics on 
the net aa of personal savings into the Steak market 
are also conspicuously absent; it is nonetheless true 
that Canadians enjoy a number of incentives to stock 
ownership, which residents of other esee are notably 
the United States, lack. The absence of a capital 
gains tax, mentioned in the section dealing with the 
supply of stocks, removes a deterrent to equity ownership 
which exists in countries where this tax is present. 
The elimination in the budget of December, 1960, of the 
4 per cent surtax paid by persons with investment income 
of $2,500 or more -- so long as the income is from 
Canadian sources -= provided an incentive to Canadian 
stock ownership. Finally, this form of tax encouragemen 
exists in what is perhaps its most effective form in 
the 20 per cent dividend tax credit which is allowed 
Canadian residents on dividend income from Canadian 
corporations; incentives of a somewhat Peak aii = 
but less powerful -- @Xist also in the depletion 
allowances granted on dividends of oi1, gas or mining 
companies, 
Institutional Investors 

26. The distinction that is commonly drawn 
between individual investors and institutional investors 
is, it must be admmtted, somewhat forced, Considering 
the question of the incidence of share ownership, for 
instance, there is a danger of double counting; an 
individual owning shares in a mutual fund or having 
funds administered by a trust company, a proportion of 


which is invested in equities, will regard himself as a 
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stockholder and will have been covered in the 
questionnaire discussed in the preceding section. The 
fact remains, however, that financial iateeeaienoee. by 
their very nature, constitute major repositories of 
funds, which sometimes lend themselves to analysis; it 

is important to be aware of the different investment. 
policies of these intermediaries and of the changes 

that may be taking place in such policies; indeed, one 

of the most interesting post-war developments has been 
the growth in the so-called contractual forms of personal 
Saving, which is best illustrated in the rapid expansion 
of life insurance companies and pension funds. 

27. The information available on institutions 
varies widely from being extensive in the case of pension 
funds to largely non-existent in that of administered 
trust company funds. For the purposes of this 
Submission, there are two questions to which it seems 
important to try to find answers: (a) what is the 
net annual flow of fresh money into Canadian common 
stocks from the various instituions, and (b) what is the 
importance of existing holdings in relation to the 
Canadian market. To answer the first question, it would 
be necessary to have book value figures of Canadian 
common stock holdings over a period of years,. the 
difference from year to year indicating the net 
participation in the Canadian equity market of each 
type of instituion. For a second question, the market 
values of such investments are needed. In the following 
discussion, it will cae Bd apparent that in many cases 


both sets of figures are not available and in some cases, 
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that / are published, are subject to serious 
_ limitations. 

28. In Table V changes in the book value 
holdings.of selected institutions as well as in foreign 
portfolio investments are related to net new stock 
issues. Some of these findings are examined in greater 
detail in the following pages. As a general Celene: 
the figures should be used with extreme caution. 

29, Life Insurance Companies 

In Table VI, a breakdown of the ssaets of 
life insurance companies at book values is presented, 

30. One of the most striking features of 
this table is the small proportion of assets invested in 
common stocks; indeed, in the post-war period, life 
insurance company holdings as a proportion of total 
assets have never approached the 15 per cent statutory 
limit established in 1932. 

31. One difficulty in using book values to 
determine the net flows of investment funds into 
Canadian common stocks is the practice of insurance 
companies of writing down such figures; the incentive 
is provided by the fact that they are under statutory 
obligation to value their assets as of some particular 
period and show a state of complete solvency. It is 
therefore not necessarily true, for instance, that in 
1960 the net inflow for equity investment was $5 million 
($176 million less $171 million). In this connection, 
the monthly statistics covering the investment 
transactions of the 12 major life companies, published by 


the Bank of Canada, are of limited help, since they 
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inelude purchases of insurance stocks for mutualization 
purposes, It is possible, however, to develop from the 
Reports of the Superintendent of Insurance general 
estimates; this source has the added virtue that 
Canadian common stock purchases may be isolated from 
trading in preferred shares and in foreign securities, 
In 1959, the latest year for which such statistics are 
available, Canadian life insurance companies purchased 
some $21 million of Canadian common stocks and sold $14 
million, indicating a net inflow that year of $7 
million. If British life insurance companies had been 
included, the total would be somewhat higher. 

32. From the same source, the market value 
of life insurance company holdings of Canadian common 
stocks at December 31, 1959, can also be derived, 

These amounted to approximately $145 million for 
Canadian companies, $52 million for British companies 
and zero for other foreign companies, giving a total of 
$197 million, or 24 per cent of total assets. Asa 
matter of general interest, the distribution of assets 
of life funds in respect of business transacted in the 
United Kingdom was given in the Radcliffe Report; in 
1957 common stock holdings represented about 17 per cent 
and those preferred stocks 7 per cent, Asa proportion 
of the value of Canadian common stocks listed in 
Canada, these holdings represented 0.98 per cent, (See 
Table XV below). 

33. Fire and Casualty Insurance Companies, 
The market value of stock holdings (common and preferred, 


Canadian and foreign) of fire and casualty insurance 
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companies at the end of 1959 amounted to approximately 
$80 million, representing 3.3 per cent of total assets 
of $2.4 billion. While this proportion appears fairly 
low, from Table V it is apparent that annual net demand 
has in fact been sizeable, averaging $7 million annually 
between 1955 and 1959. A breakdown of stock holdings 
at the end of 1959, reveal bhiat e@ut of an estimated 
total of audaadan equities of some $79 million, common 
stocks at market value accounted for $69 ee and 
preferred stocks $10 million. 

34. Trust companies. Trust companies form 
a most important sector and one for which only limited 
information is available. The figures of net additions 
to equity holdings appearing in Table V are based on 
the book value of company and guaranteed funds. Company 
funds consist of retained earnings, the proceeds of 
stock issues and in some cases money borrowed from the 
chartered banks. Guaranteed funds are made up of. 
deposits, on which checking privileges are available, 
and guaranteed trust certificates; these latter are debt 
instruments issued by the trust companies, normally with 
maturities of one to five years; the element of 
guarantee is provided by the fact that the trust company 
is required to set aside cash and eligible securities 
equal to the aggregate amount of these funds. The 
relatively short-term nature of such liabilities clearly 
affects the investment policies that are followed; it 
may be cited as one reason for the apparent modesty of 
equity holdings. This is illustrated in the following 
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35. The proportion of the assets representing 
company and guaranteed funds made up of equities 
(foreign as well as Canadian) has not displayed any 
market trend in recent years; Table V points up the 
modest role the investment of such funds has played as 
a net source of demand for stocks. 

36. To keep these findings in pairapéc tive, 
it is important to remember that, as at the end of 
1960, company and guaranteed funds represented only 15 
per cent of total trust company funds, 85 per cent 
being made up of administered funds lasbaten: trusts 
and agency funds and safe custody accounts), | in fact, 
the proportion is lower because book value figures of 
administered assets are seriously understated: some 
trust companies, for instance, carry stocks at par ava, 
in the case of no par value, common shares arbitrarily — 
assign a value of $1 a share, The extent of the 
distortion, however, is unknown; indeed, this is one 
of the areas where the inadequacy of published 
information is most striking. Only in the case of 
pension fund monies managed by trust companies is an 
asset break-down available; the subject is discussed at 
Some length in the section on pension funds; at the end 
of 1960, corporate trusteed plans (those administered 
by trust companies and by Investors Mutual) represented 
Somewhat less than one-third of total trusteed pension 
funds and involved diddateMor $1.1 billion. Subtracting 
these from the total of administered funds on that date, 
there is $5.7 billion left on which no information is 


available; as already pointed out, if account is taken 
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deadtthals + eid eintanens? caclmmimiienidii asi tonite, 
would be increased substantially. It may be assumed 
that within this ore common stocks make up a 
significant proportion; while U.S. experience should 
not be treated as representative of administered funds 
in Canada, it is of some interest to note that in 1959 
personal trust accounts in U.S. banks and trust 
companies were over 70 per cent invested in equities, 

37. College. .and Endowment Funds. 

Figures on investments of college and 
endowment funds are published annually by the Boston 
Fund, At the end of 1961, total assets of 62 U.S. 
colleges ae to $4,399 million, of which $2,471 
million or eemmcens was invested in common eae 
and $79 million or 1 3/4 per cent in preferred stocks. 
Information is available on three Canadian universities 
(McGill, Carleton and Queen's); at the end of 1961 
their assets totalled $118.1 mikdslon with common stock 
holdings making up $49.6 million or 42 per cent of 
total assets, and preferred holdings $2.1 million or 
1 per cent eee Aint assets, 

: 38. Mortgage Loan Companies. Book eee 
holdings of preferred and common stocks of mortgage loan 
companies (including Investors Syndicate of Canada) at 
the end of December 1960 amounted to $44 million, making 
up, 5 «1 per cent of total assets of $860 million. In 
1959 the holdings were $41 million, out of total assets 
of $784 million. On the basis of changes in book 
values (see Table V), mortgage loan companies, while 


remaining fairly modest as a net source of demand for 
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equities, have been more important than trust eeepaltied) 
considering only the investment of Yeibenh and guarantee 
funds. | 

39. Pension Funds. Pension funds form an 
area of institutional investment which is well 
documented, They fall into three broad categories: 
trusted plans (most frequently of trust companies) and 
annuities, notably — sold by life insurance companie 
and those by the Government of Canada, The Dominion 
Bureau of Statistics estimates the assets and reserves 
of all such pension plans in Canada to have amounted at 
the end of December, 1960 to $5,424 million, with the 
assets of Trusted Pension Plans (book value) accounting 
for $3,616 million, those held against Life Insurance 
Group Annuities in Canada $1,209 million and against 
Federal Government Group Annuities $600 million. In 
1956, the assets of Trusteed Pension Plans were 
estimated at $1,959 million, Life Insurance Group 
Annuities $646 million and Federal Government Group 
Annuities $930 million. 

40, Most of the pension plan underwriting 
by the Government Annuities Branch was done between 1938 
(the year it started operations) and 1948; new business 
done since then by the Annuities Branch has been 
insignificant. The substantial growth of trusteed 
and insurance company pension plan underwriting can 
be dated from the immediate post-war years, Changes in 
the laws governing such investments have also served to 
stimulate this growth. An amendment passed in 1956 


to the act governing pension funds in Canada freed 
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trusteed pension plans from a previous requirement which 
limited their investments to those legal for insurance 
companies (including a ceiling of 15 per cent in the 
proportion of equities). In 1960 the law governing 
insurance company annuity underwriting was also aiteréa, 
this same limitation being removed, In recent months 
a start has been made in Canada in connectinn with the 
provision of variable annuities, 

41, Pension plans vary extensively as to the 
composition of their assets, The investments held 
against insurance company annuities cannot be 
distinguished, in the statistics that dae published, 
from the overall assets of the companies concerned, 
on which some comment has already been made in an 
earlier section, It is in the area of trusteed pension 
plans that the greatest amount of information is 
available; they are, of course, in terms of size, the 
most important of the three, The trusteed pension plans 
dealt with in the 1960 D.B.S. survey of that name are 
those of a) industry (incorporated companies, partnership 
and sole ownerships), b) municipalities and municipal 
enterprises, ay federal and provincial crown 
corporations, d) federal and provincial boards and 
commissions, e) religious and charitable organizations, 
f) provincial civil service plans for three provinces, 
g) teachers! federation plans for seven provinces, h) 
educational institutions and health organizations such 
as hospitals, i) trade and employee associations, j) 
co-operatives, Returns from a total of 1,140 funds 


were used, covering 1,009,127 employees, 
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42, Within these various groups, the pension 
funds for which the longest run of historical 
information has been published are those of industry. 
They also happen to be the most important Single sector 
within trusteed funds: at the end of 1960, industry 
plans had a book value of $2,143 million and accounted 
for close to 60 per cent of the total of $3,616 
million. In Table VIII the asset distribution (book 
value) of the plans of incorporated companies is 
presented for the three years 1952, 1956 and 1960. 

The very rapid growth in pension plans in Canada during 
the post-war period is illustrated in the three-fold 
increase in total assets between 1952 and 1960, For 
our purposes, the most interesting point that emerges 
is the even more rapid rise in equity holdings: in 1952 
investments in Canadian common and preferred stocks 

and foreign common stocks amounted to about $53 million 
and made up 7.4 per cent of the aggregate portfolio; 

in 1960, the absolute amount had risen to $239 million 
and the proportion to 12.3 per cent. If market values 
were taken, this percentage would be even higher; 
figures are not available for 1960, but in 1959 the 
proportion of assets held in equities at market values 
amounted to 14.1 per cent Pee ene en per cent in 
terms of book values, 

43. From these figures, it would seem that 
between 1952 and 1960 there was a net flow of funds of 
$209 million, or an annual flow of $26 million, into 
the stock market as a result of investment decisions — 


made by the trustees of industry pension plans. If 
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foreign equities are excluded, the net inflows come to 
$188 million and $23 million a year. In connection 
with the calculation of flows of pension money for 
investment purposes on the basis of book Weudey a eeee. 
it is worth noting that, unlike insurance companies, 
trusteed pension funds are under no statutory 
obligation to value their assets and show a state of 
complete solvency; iad bs cmt that they can worry less 
about temporary declines in market prices and, moreover, 
that they do not have the incentive that the insurance 
companies have to write down the book value of their 
assets, 

4, Before leaving the subject of industry 
funds and particularly their role in the Canadian equity 
market, special mention should be made of the pooled 
funds; they are, of course, included in the industry 
total. As suggested by the name, these funds are set 
up by trustees for the convenience of small firms whose 
plans are combined, thereby providing the diversity, 
security and yield that it would be impossible to obtain 
if each one were to be managed separately. What is 
en epee interesting is the rapidity of their 
growth, as well as the emphasis placed on equities. 

At the end of December, 1960 pooled pension fund assets 
(book value) totalled $93.7 million, an increase of 
$30.6 million over the previous year-end, indicating 

a monthly rate of growth of $2.5 million. The proport- 
ies invested in stocks amounted to 26.5 per cent (22.2 
per cent in Canadian common stocks), as against 25.3 


per cent at the end of 1959, While it would be wrong 
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to regard the experience of pooled funds as 
representative of the way in which fresh pension fund 
money is being invested, it is certainly indicative of 
a growing interest in equities. 

45, As pointed out earlier, industry pension 
plans make up about three-fifths of total trusteed 
pension plans. For recent years, figures are also 
availabie for the overall trusteed group. These show 
that at the end of 1960 holdings of Canadian common 
and preferred stocks at book value came to $255.1 
million and $2713 million respectively (representing 
7.0 per cent and 0.8 per cent of total assets). What 
is particularly revealing is the extremely limited 
nature of equity holdings in the pension funds of crown 
corporations and government agencies; the bias towards 
local debt instruments is also striking. The attached 
Table IX brings out these two points. 

46. Once again, market value statistics do 
not go beyond 1959; in that year the market value of 
Canadian common stocks held by a11 trusteed pension 
plans totalled $238.6 million, representing 7.8 per cent 
of overall assets (as against 4.6 per cent of the book 
value) and that of Canadian preferred stocks $09.5 
million, making up 1 per cent of total assets, Asa 
proportion of the value of Canadian common stocks listed 
in Canada, these holdings represented 1.16 per cent. 
(see Table XV). 

‘47. In the year 1960, it can be estimated 
that the net flow of funds into Canadian common stock 


investment by all trusteed pension funds was $50 million 
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(of which close to $40 million by industry pension 
plans); at the same time, there was a net outflow on 
account of Canadian preferred stocks of $4 million; net 
investments in bonds and mortgages amounted to about 
$350 million. This compares with a gross cash flow 
in 1960 for all trusteed pension plans of $555 million, 
$393 million representing employer and employee 
contributions and the rest almost entirely investment 
income, With expenditures at $154 million ($108 million 
being pension payments out of funds), the net cash 
flow in 1960 was somewhat more than $400 million. This 
would indicate that on average 12 per cent of net funds 
available for investment is going into Canadian equities, 

48, Investment Companies. 

From Table V it appears that mutual funds 
have been easily the most important domestic source of 
demand for equities in the period covered. In the 
following table, information is presented on resident- 
owned investment funds, that is to say, in addition 
to mutual funds, closed-end funds provided they are 
largely owned in Canada and excluding Power Corporation 
and Argus Corporation, 

49, While a break-down of investments at book 
value is not readily available, it may be estimated 
that in 1959 the net flow of funds into Canadian common 
stocks amounted to around $80 million. In this 
connection, of course, the open-end mutual funds are of 
major importance; the closed-end funds are only 
Significant to the extent that the proportions of their 


portfolios are switched between equities and debt, or 
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because new money has become available for investment as 
a result of fresh financing. At the end of 1959, with 
the market value of Canadian common stocks at $472 
million, holdings made up approximately 2.28 per cent 

of the value of Canadian common stocks listed at the 
time, (see Table XV). 

50. Foreign Investment, 

Since the end of the war, Canada has been by 
far the world's largest importer of private long-term 
sapital; this has taken the form both of debt and equity 
capital, As indicated earlier, the extent of foreign 
ownership of Canadian enterprises is an important factor 
limiting the supply of Canadian eae stocks, 

51. The figures in Table XI cover both direct 
investment, defined to include concerns which are known 
to have 50 per cent or. more of their voting stock held 
in one country outside Canada, and portfolio investments, 
covering enterprises where the holdings are minority in 
character, The fact that the percentages relate to cap- 
ital employed and that they cover also direct investment 
taking the form of wholly-owned subsidiaries means that 
it is impossible to make precise statements, on the 
basis of this table, regarding the extent of foreign 
ownership of Canadian common stocks in certain 
industries. It does, however, provide a fair indication 
of the areas where this is heaviest. At the end of 1959 
the book value of the capital stock of Canadian companies 
owned by non residents amounted to $9,916 million, of 
which $7,117 million in the United States. of these 


totals, direct investment accounted for $7,324 million 
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and $5,922 million respectively, 

52, Additional information is also available 
on international trade in outstanding Canadian ices: 
as distinct from investment flows arising from the 
flotation of new issues, In Table XII results since 
1952 are presented; a positive figure indicates a net 
inflow of capital into Canada as a result of the sale 
to non-residents of either Canadian or Canadian-held 
foreign stocks. The figures, of course, provide no 
indication of the gross volume of international trans- 
actions; that these can be very large is indicated in 
estimates made by the D.B.S. according to which gross 
sales to non-residents of outstanding issues of Canadian 
common stocks in 1959 accounted for somewhat more than 
one-fifth of the value of the shares traded on the 
principal exchanges in Canada that year, 

53's In Table V, estimates are given of the 
net investment flows into stocks of N.R.O. Funds and 
"other foreign portfolio investments". That they do 
not correspond to the figures presented in Table XII may 
be largely explained by the fact that Table V includes 
purchases of new issues. From the statistics presented 
in Table Vv, it is interesting to note that in the period 
1955-1959 the combined stock purchases of N.R.O. Banas 
and "other foreign portfolio investments" amounted to 
$887 million, and that those of the Canadian institutions 
covered in the table came to $555 million. While the 
incomplete nature of the figures on Canadian institutiona 
buying has to be taken into account, the size of foreign 


buying in both absolute and relative terms is neverthe- 
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less remarkable, 

54, In order Ve provide a balanced view of 
foreign participation in this country's economy, it is 
only fair to add that occasionally Canadians are given 
the opportunity to purchase stock in an enterprise that 
was previously a wholly-owned subsidiary of a foreign 
firm. Greyhound Lines of Canada is a case in point; 
formerly wholly owned by The Grehound Corporation of the 
U.S., in 1958, 20 per cent of its 900,000 common shares 
to be outstanding were offered to the public. More 
recently, Esquisite Form Brassiers Canada-Ltd., 
subsidiary of the U.S. firm, Equisite Form Brassiers Inc, 
was reorganized as a public company and, in as 
1961, a public stock offering of convertible preferred 
and common, equivalent to nearly 50 per cent of the 
equity capitalization, was made. At the time, the 
president of the parent firm said that the move 
represented an effort to ccmply with the wishes of the 
Canadian Government, which has been urging U.S. 
companies to make stock in their Canadian subsidiaries 
available to osfadiane As another example of a company 
the ownership of which has been repatriated to Canada, 
mention may be made of Metropolitan Stores of Canada, 

55. Before leaving the subject of foreign 
ownership, it is clearly necessary to mention Canadian 
ownership of foreign assets. At the end of 1959 total 
direct investment amounted to $2,309 million; if the 
equity of non-residents in Canadian assets abroad is 
taken into consideration, the figure is reduced by 


about $1 billion. At the same date, the book value of 
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portfolio investments came to $1,141 million, of which 
$892 million in stocks, 

56, A final consideration is that of foreign 
control, as distinct from ownership. While this 
clearly has particular relevance to matters of policy, 
and less to a discussion of the available supply of 
Canadian equities, it is convenient to treat the question 
briefly at this point. It may be noted that in several 
cases, the degree of control exceeds that of ownership. 

57. During the period under review, there 
has been a consistent rise in the proportions of the 
manufacturing, oil, natural gas, mining and smelting 
industries controlled abroad, very largely in the United 
States, while there has been a steady decline in the 
importance of the role of foreign investors in railroads 
and utilities; this latter development reflects in part 
the growth that has taken place in government-owned 
railroads and hydro-electric installations. 

58.) In interpreting these statistics, it 
should be remembered that the industries chosen are 
precisely those in which foreign participation is 
especially important. There are in fact large areas 
of the economy where foreign investment is insignificant, 
as, dee instance, in agriculture, residential 
construction and merchandising, while in manufacturing 
Canadian control predominates in textiles, clothing, 
heverages;, many kinds of food processing and primary iron 
and steel. 

59. Direct foreign investment in Canada has 


usually been in response to at least one of three goals; 
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access to the Canadian market, access to the 
Commonwealth market or the exploitation of Canadian 
natural resources; this third aspect of foreign invest- 
ment has either: involved manufacturing in Canada and 
subsequent export of the finished goods, as in the case 
of newsprint, or, more commonly, shipment abroad of 
commodities in a semi-processed or primary form, of 
which iroe ore, base metals and a number of other 
minerals are examples, In all three cases, it may be 
argued that without massive foreign participation, much 
of the investment would never have occurred, and that the 
costs of the investment that might have taken place 
would probably have been higher. The exploitation of 
less accessible resources and the growing complexity of 
modern productive processes are two developments which 
have tended to emphasize the privileged position of 
those foreign investors who have ready access to 
Stentredt and comparatively cheap sources of capital. 
In addition, the rapid advances made since the war in 
science have served to increase considerably the 
technological requirements of industry, with the result 
that even if the savings had been available in Canada 
to finance these éngeddnvures many of the necessary 
skills would have been lacking. The technological 
contribution by non-residents to Canadian growth is 
impossible to assess exactly, but it has undoubtedly been 
one of the most valuable features of foreign investment. 
60. While recognizing these factors, it is 
nevertheless true that the existence of a large measure 


of such external control must lead to doubts as to 
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whether Canadian industry will in all cases be operated 
in the best interests of Canada, This point was 
raised in the submission made by the Investment Dealers 
Association to the Royal Commission on Canada's Economic 
Prospects, Fears have been expressed that the 
Canadian economy is being tied too closely to that of 
the United States in a subsidiary capacity, that this 
connection may lead to excessive economic fluctuations 
in Canada, and that profitable opportunities for 
economic expansion may be neglected or deferred due to 
control of Canadian resources by foreign interests; for 
instance, subsidiaries of U.S. companies may be prevented 
from tapping export markets, which are reserved for the 
parent companies. While these fears appear at the 
moment to have little real justification, béxerknadess 
it is in the best national interest for Canada to 
encourage the maximum domestic ownership and control of 
the Canadian economy. It is desirable for political 
as well as economic reasons that Canadians have a feeling 
of full participation in the development of the country. 
61. . SUMMARY 
In concluding this discussion of the demand 
for and supply of Canadian common stocks, it may be 
useful to summarize some of the necessarily tentative 
findings. In Table XIV, rough estimates are given of 
the net purchases of Canadian common stocks from 


certain institutional sources, 
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TABLE XIV 
Net Purchase of Canadian Common Stocks 
dm 1959 
Million Dollars 
Trusteed Pension Funds $ 53 
Life Insurance Companies, Canadian bal 
Resident-owned Investment Funds 77 
N.R.O. Funds “TO 


62. These few figures are no more than a 
qualification to Table V, the main weakness of which is 
the mixing of preferred and common , foreign and 
Canadian equities. As a general comment, the supply 
of new Canadian equities may be considered to have been 
fairly limited in much of the post-war period, when 
viewed in the light of the economic expansion Canada 
has witnessed, 

63. It is apparent from Table V, however, 
that, in relation to this supply, demand from selected 
institutional investors and from abroad has been heavy: 
in the period 1955-59, it was equivalent to three-fifths 
of new stock issues, That this buying has been 
concentrated on a limited list of Canadian issues is 
very roughly illustrated in information available on 
common stock holdings of Canadian and U.S. investment 
companies (excluding Power Cor. and Argus). In mid- 
1961 such companies had holdings of more than 15 per 
cent of the outstanding shares of Alberta Gas Trunk, 
Calgary & Edmonton, Calgary Power, Canadian Export Gas, 
Cassiar Asbestos, Gatineau Power, Greater Winnipeg 


Gas, Simpsons and Union Gas. Investments representing 
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more than 10 per cent of the outstanding common shares 
included Atlas: ‘steels, Dominion Foundries & Steel, 
Industrial Acceptance Corporation, Loblaw "A", Moore 
Corporation and Zeller's. When it is remembered that 
these proportions concern only investment company 
holdings, the concentration of institutional interest 
on a relatively short list of "blue chip" stocks becomes 
apparent. A further consideration is that where 
control is held in a limited number of hands, the supply 
of stock that is potentially available for trading is 
much reduced. Zeller's is an example, with W.T. Grant 
having a 51 per cent interest, 

64, There are several reasons for believing 
that this institutional demand has risen since 1959 
and may strengthen further. In recent years, for 
instance, several obstacles to stock ownership have been 
removed: the relaxation of investment restrictions 
covering trusteed pension funds and the changes in 
the acts governing the operations of insurance companies 
which have permitted the sale of variable annuities 
are cases in point; the importance of equities in the 
new pooled pension funds has already been mentioned. 
In addition, a number of fresh incentives to the 
ownership of stocks have been created, some directed 
solely towards Canadian equities. As a result of 
provisions in the supplementary budget of December, 1960, 
corporations wishing to qualify for tax purposes as 
investment companies must obtain at least threc-@usrters 
of their gross revenue in the form of dividends from 


taxable Canadian corporations: for pension plan trustees 
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to qualify for tax exemption, they must derive 90 per 
cent of their investment income from Canadian sources; 
in both cases these targets have to be reached by 
December, 1963, | 

65. In Table XV, the importance of several 
institutions in the Canadian market at the end of 1959 
is indicated; comparisons are made with similar groups 
in the United States and in both cases the weight of 
stock holdings in relation to total assets is suggested, 
It must first be recognized that the figures are 
approximations and that the comparisons are far from 
being perfect; the U.S. statistics, for ingtance, 
include foreign stocks and preferred shares, while the 
Canadian relate only to Canadian common stocks; holdings 
in the two countries are as of different dates.....But 
these qualifications should not invalidate the general 
finding that equities form a much smaller proportion 
of the assets of institutional investors in Canada than 
they do in the United States, Since it was indicated 
earlier that there seemed to be little difference in 
the incidence of stock ownership among individuals in 
the two countries, clearly it is Canadians' indirect 
participation in the stock market through the various 
Pupane ial intermediaries that is weak in comparison 
with the experience of Americans. 

66. Recommendations of imnawanned equity 
participation by institutions assume greater holdings 
of foreign stocks and/or an enlarged supply of Canadian 
equities, In a world increasingly characterized by 


freedom of movement of capital, we should recognize that 
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Canadian investors will not set themselves apart from 
this trend. At the same time, it seems highly 
desirable that maximum opportunities be provided for 
investment in Canadian institutions. This may take the 
form of rendering Canadian stocks more attractive by the 
removal of certain competitive disadvantages under 
which Canadian firms operate in relation to foreign 
companies. In oil and natural gas exploration, 
development and production for instance, the income tax 
position of a Canadian corporation or individual is not 
as favourable as is that of an American corporation or 
individual. There are of course many other measures 
that would help to channel investment funds into 
Canadian equities. As an example of imaginative action 
in this connection, in Australia, a tax scheme has been 
evolved permitting an Australian to deduct from his 
income tax that amount which he can show evidence of 
having invested in the shares of new companies 


incorporated for the purpose of exploring for. oil. 
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67. INVESTMENT MANAGEMENT ROLE IN THE 
CANADIAN ECONOMY 


In the discussion so far, attention has been 
drawn on the need to broaden domestic ownership of 
equities in Canada. Investment dealers and counsellors 
are very conscious of this and, in their role as port- 
folio managers, they have done much to improve the 
Situation. The very rapid growth in the post-war 


period of management services for securities has been 
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brought about not only by the demands for sophisticated 
information on the part of institutional investors but 
also by the expanding needs of individual ey ee 

On the one hand there has been the desire of the 
professional investor for more detailed and accurate 
information concerning companies and their public 
offerings of securities. Improved communication 
facilities, broader coverage by daily newspapers and 
periodicals have stimulated a greater desire on the 
part of the individual investor for specific advice and 
information. 

68. The pressure exerted on investment 
dealers for improved investment management advice is to 
be explained in part by the background of the men 
assuming senior positions during the past five to ten 
years within the investing institutions. In the period 
prior to the,war they, did little or ino recruiting and, 
perforce, during the war years it was virtually 
impossible for them to expand their personnel. 
easels, to the war.:, a much higher percentage of more 
highly trained people, such as university graduates, 
were absorbed into the investing institutions. In 
addition, the increasing appeal of mutual funds and 
more planned investment of personal funds created 
greater opportunities within the industry. These highly 
trained people sought better sources of information on 
issues which were being offered by corporations, 
governments, etc,., and this created an enlarged demand 
for the investment management facilities in Canada. 


Twenty years ago, trust companies and, in some instances, 
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banking institutions, were alone in supplying regular 
information with regard to portfolio management. Today, 
in Canada, there are numerous investment houses, stock 
brokers, mutual funds and, to an even greater degree, 
trust companies offering portfolio management and many 
aspects of investment advice to an ever-growing group 

of people. Indeed,the task of investment management may 
be said to have attained professional status. 

69, It might be helpful to list the various 
types of investors who PEARS either on a regular or 
on an intermittent basis, advice concerning their 
investments: 

Estates 

Trusts 

Personal Accounts 

Investment Trusts 

Mutual Funds 

Pension Funds 

Corporate Accounts 
The type of service ranges from the determination of an 
overall investment policy to the provision of specific 
information on particular issues making up a portfolio. 

70. The relationship of an investment counsel 
or investment manager to the investor is bes One and 
confidential, Such factors as family aia satidde: 
educational expenses, home ownership, types and amounts 
of life insurance, income from employment, all have an 
important bearing on many of the decisions faced in 
setting up a portfolio for a client. Similarly, in a 


corporate or insurance company portfolio, foreseeable 
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demands on capital and income, actuarial return, etc., 
must be considered, 

71. So much for the background of investment 
management and its relationship to the investor, The 
ideal investment is one offering a high rate of return, 
a good prospect of capital appreciation, a minimal risk 
of capital loss, and no difficulty about converting back 
to cash npaeose It is very hard to find such an 
investment in the real world. The typical investment 
problem, therefore, is assigning relative orders of 
importance to these different criteria, The problem 
is always difficult because almost all investors are 
interested, to some extent, in each one of these 
advantages. Spectacular profits may be achieved through 
lucky speculation, and protection, nominally guaranteed 
through the purchase of "riskless" securities, may prove 
mythical when subjected to deteriorating dollar values. 

72. At times, certain securities may appear 
relatively unattractive; at other times it may be 
advisable to modify the emphasis of some holdings, so 
that the balance between fixed income investments on 
the one hand and equity on the other may be shifted, 

The basic framework is devised in order to give due 
weight to the degree of protection required, the amount 
of risk which can be accepted and the need ae income, 
Individual securities are selected with due regard to 
the preference of an investor for certain industries. 

73. The securities in question can only be 
chosen after their merits have been carefully weighed 


by people highly trained in this type of research work, 
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It is necessary for a firm, supplying investment counsel 
information, to maintain a research department devoted 
to a continuous, impartial and, perforce, relatively 
successful analysis of given situations. In certain 
instances, firms will emphasize certain types of 
securities and confine their research efforts to those 
particular areas, but firms which offer a comprehensive 
investment management service must cover a broad field 
in Canada, This pay cai extractive industries, 
secondary and primary manufacturing industries, and 
service organizations, It requires the training and 
development of competent personnel, who must have 
adequate educational background to give them the ability 
to collate and classify the hpi cage he material, 

74, It has been estimated that to bring a 
college or university graduate to the status of a 
recognized analyst takes a period between four to six 
years. This indicates that a firm must make a fairly 
sizeable capital investment in an individual in order 
to bring him to the point where he can be useful in 
research, Figures in themselves are not conclusive, but 
dha voudlesacmathaimonfatancesdmatecas that a capital 
favapsnanh of some $40,000 to $50,000 would be relatively 
modest outlay in order to produce one age senior 
investment analyst. If this thought is pursued a little 
further, and assuming that,over a five-year period, a 
firm would be extremely fortunate in retaining on a 
permanent basis three out of seven trainees, there has 
to be a substantial capital investment made in order to 


produce the type and calibre of information required to 
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provide the basis for successful investment or portfolio 
management, 

75. The training, either on a permanent or 
a replacement basis, is, in itself, only part of the 
capital costs of maintaining adequate research 
facilities, There are substantial capital outlays for 
the production of informative services, involving, for 
instance, the use of consultants in a particular field, 
either on a regular or sporadic basis. In addition, 
it is not only desirable but necessary to provide 
facilities for the research staff to make extensive field 
trips to the industries and companies whose activities 
they are analyzing so as to give them first hand 
knowledge of the potentialities of companies on a 
Short-term or long-term basis. Finally, it is vital 
that national and international channels be developed 
for critical information forming a basis for the 
appreciation of world trends, etc. This is a costly and 
time-consuming operation involving capital expenditures 
in proportion to the coverage desired. 

76, It might be pointed out in conclusion 
that, where investment management or portfolio advice 
is offered as an auxiliary service by an investment 
‘house, there is usually no added fee to the client other 
than the normal brokerage or commission which is 
chargeable on transactions. Investment counsels, 
however, who operate solely for that purpose do levy 
a fee on a varying scale in accordance with conventional 


terms, 
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77. THE IMPORTANCE OF CORPORATE PUBLIC 
RELATIONS POLICIES 


With the best will in the world, investment 
dealers and counsellors would have great difficulty 
making sophisticated judgments on individual securities 
without the co-operation of the companies concerned, 
Indeed, competent reporting to shareholders and to 
the public at large is indispensable. Remarkable progres 
has been achieved in Shes respect during the past three 
decades, and some Canadian companies are among the 
leaders in the public relations field on this 
continent; a few of them have figured prominently in the 
list of trophies awarded for best annual reporting. 

78. On the other hand, one must recognize 
that many Canadian corporations are not giving to the 
public, holding their shares, the information to which 
they are entitled. While it is hard to outline a fixed 
set of rules, it would seem that once a year at least, 
on the occasion of the annual report, shareholders 
Should be given as complete factual, PIstertal and graphi 
information about the company as possible. This 
Should include interpretation of the company's 
activities and policies in relation to conditions within 
its industry, the information being presented in such a 
way as to afford easy comparison with previous 
performance. The publication of sales figures, in this 
connection, is most desirable. | In order to make it 
meaningful for the average shareholders, the report 
should be written in layman's language, with clear 


explanations of technical financial terms. 
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79. Preferably, information given to share- 

holders should not be limited to the annual report, 
Interim statements, on @ quarterly or semi-annual basis, 
are highly desirable and these should carry concise 
information on events affecting the company during the 
period covered by the interim report. Speeches made by 
the Chairman or the President at the annual meetings as 
well as answers given on that. occasion to shareholders! 
questions should also be part of the informative material 
Supplied annually to shareholders, It is also important 
that each company sees to it that any information 
pertaining to its activity, capitalization, earnings 
or dividends, which could materially affect the 
performance of the shares on the stock exchange, be given 
as early and as clearly as possible, and with wide and 
Simultaneous distribution, 

80. The challenge of gaining investors! 
confidence through sound public relations policies is 
a substantial one, but so are the rewards of commun- 
ication with an audience of growing importance. 

61. INVESTMENT CLUBS IN CANADA 

In discussing efforts made to broaden stock 
ownership one must mention investment clubs, in view 
of the important part they are playing, with the help 
of members of the Investment Dealers Association, in 
educating the small investor, 

82. Investment clubs, in Canada, had their 
beginnings in several groups which came into existence 
in the late 1920's, At least two of these are still in 


existence and they now repreesent fairly large aggregates 
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of capital. There is no real history of investment 
clubs in this country as, over the years, there has been 
no central agency through which their formation and 
activities could be recorded. [In the past ten years, 
however, the growing interest in the United States has 
extended into Canada and, in 1955, there was formed 
an association called The Canadian Association of 
Investment Clubs. It has been estimated that in 
Montreal and Toronto there are now 1,000 such clubs in 
existence, varying from the $1.00 a week kind up to 
those requiring a monthly subscription of $100.00, Many 
of the clubs have come into being in the past three 
years, For the most part, their membership falls 
between 30 and 40; their goals are: . 
a) o provide their ecapeaae, be, 

an opprtunity to jointly study 

securities so as to broaden their 

investment knowledge; 

b) At the same time to enable them 

to make their personal savings work. 

83. In many instance, for two or three years 
the amounts of capital available for investment are 
minute, This means that transactions effected by these 
groups, if they are to have any diversification in 
their investments, are confined to very small lots of 
stocks, It is an accepted fact that the odd-lot 
transaction is an umprofitable one to the broker 
concerned, and generally the experience in dealing with 
investment clubs is that of carrying business at a 


loss, On the other hand, there is the hope that future 
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business will develop on a large enough scale to offset 
these losses. 


84, CO-OPERATION BETWEEN STOCK EXCHANGES 
INVESTMENT DEALERS ASSOCIATION 


Much of the public financing of Canada's 
post-war expansion has been done through Investment 
Dealers Association members across Canada, 

85. In the case of equities, the value of 
listing on a stock exchange as a means of providing a 
known and ready market has been decisively demonstrated, 
This has made for closer co-operation between Investment 
Dealers Association members and the stock exchanges than 
existed in earlier periods of Canadian development, when 
equities were not as widely held by the public. 

86, At the same time, the major stock 
exchanges have been improving their communication and 
reporting facilities in order to meet the public's 
desire for a wider diversification of issues for 
investment, It was almost mandatory that the stock 
exchanges across Canada should use every aodne possible 
to develop in an harmonious manner their relations with 
underwriters across Canada, who were instruments in 
bringing to the public new equity issues. The major 
stock exchanges in Canada have, over the past ten years, 
each in their own sphere, taken the initiative to 
develop a broader understanding between underwriting 
houses and brokerage firms who are members of the various 
exchanges, The pressure to maintain readily accessible 
markets on a continuing basis has in itself fostered 


a much closer co-operation between the two main sectors 
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of equity distribution and servicing in the past 
fifteen years, The stock exchanges have endeavoured to 
make more readily available their facilities to the 
corporations whose issues were being. underwritten, For 
their part, Investment. Dealers Association members 
familiarized themselves with listing requirements, 
rules and regulations of the public exchanges, we. 
believe that the complementary nature of the functions 
of the underwriter and the broker are much more clearly 
defined now in virtue of the co-operation that now 
exists, 

87. CONCLUSIONS AND RECOMMENDATIONS 

(a) In this discussion, a recurring theme has 
been the inadequacy of the available statistical 
material, Such shortcomings are glaring in the case 
of the investment of funds administered by trust 
companies, It is recommended that the Dominion Bureau 
of Statistics give high priority to having the relevant 
material assembled and published. 

(b) On the basis of those statistics that 
are available, it appears that the proportion of. 
individuals in Canada owning stocks is not very 
different from that in the United States; this may be in 
part due to the incentive to stock holding provided by 
the 20 per cent dividend tax credit, It is recommended 
that this be fully maintained and that further study 
be devoted to the subject of minimizing double 
taxation. On the other hand, it is suggested that 
the Commission examine the participation in the stock 


market of Canadian financial institutions and pension 
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funds and make recommendations which will encourage 
increased participation by them, 

(c) It is recommended that efforts be made 
to remove some of the competitive disadvantages under 
which some Canadian firms operate in relation to foreign 
firms. 

(d) In regard to the goal of furthering 
ownership of Canadian equities in Canada, while much 
has already been done by’ the companies, the stock 
exchanges and investment dealers, in close collaboration 
with the Investment Dealers! Association, further 
improvements are certainly possible and every effort 
Should be made in this direction. 

(e) While it seems highly desirable for 
Canadian stock ownership to be broadened, the valuable 
role played by foreign capital in Canada's post-war 
development should not be overlooked. It is to be 
hoped outside money will continue to perform an 
important function in the years to come and, in this 
connection, it is vital that the favourable business 
climate that has been characteristic of this country be 


maintained, 
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Submission by the Investment Dealers! 
Association of Canada to the Royal 
Commission on Banking and Finance 
APPENDIX - Mutual Funds 
A. INTRODUCTION 
Brief history of investment companies 
re The forefather of investment companies 
as such is usually recognized as the Societe Générale 
de Belquique formed in Brussels in 1822 by William TI. 
king of the Netherlands, Initially it was essentially 
a banking and finance concern but later it developed 
along holding lines because of its financing operations, 
a§ | The concept of investment trusts was 
really nurtured in Great Britain. In 1868, the Foreign 
and Colonial Government Trust was founded for the 
express purpose of providing "the investor of moderate 
means the same advantages as the large capitalist, in 
diminishing the risk in Foreign and Colonial government 
stocks, by spreading the investment over a number of 
different stocks", By 1875, eighteen trusts with a 
paid in capital of over £6.5 million had been formed, 
During the 1880's the number of trusts more than 
doubled and the movement was only halted by the 
Baring Bros. Crisis in 1890, 
ai The majority of earlier British trusts 
either had a termination date or provision in the charter 
for a gradual redemption of its certificates, A fixed 
rate -- usually 6 per cent -- was payable on the 
certificates and earnings in excess of this, after 
allowance for expenses were used to redeem certificates 


and/or set up a surplus, It was a normal procedure 
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to give the holder of a certificate that was redeemed 
a coupon entitling him to a pro rata share of whatever 
assets were available when the trust was terminated. 

4, The investment company concept was slow 
to develop in the U.S.A. The first recorded concern 
is Boston Personal Property Trust that was formed in 
1893 and which is still in operation, It has the 
enviable record of paying dividends every year since its 
inception. The first United States companies were 
Similar to the British trusts with the exception that 
few of them had specific terminating provisions. The 
conservative policies which were a characteristic of 
the British trusts had limited appeal to the more 
adventurous American. and they attracted little attention 
until the late 1920's. 

5s Of particular interest was the 
formation in 1923 of a "fixed trust" called United 
Bankers Oil Company which may be regarded as the real 
father of the modern Mutual Fund. A specified number 
of shares of ten Standard Oil companies were purchased 
and deposited as.a unit in trust. Seven hundred 
"pankers shares" were issued against each unit of 144 
shares, Several "fixed trusts" were formed during the 
next few years, 

6. In March 1924 Massachusetts Investors 
Trust -- the first of the open-end investment companies 
-- was formed and in August of the same year State Street 
Investment Corporation obtained its initial capital. 
Both companies and others have stood the rigorous tests 


of time, 
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rhe The speculative fever of the late 1920's 
found reflection in the investment companies, Between 
1927 and 1930, over 700 investment trusts and investment 
holding companies, nearly all of which were closed-end, 
were formed in the United States, All too few of them 
subscribed to the real tenets of an investment trust 
and the majority could only be described as proselytes 
from the conservatism of the true trust, Substantial 
leverage in the form of debentures and preferred stock 
was megnified by a combination of pyramiding of one 
investment company into another with the common shares 
often having 5 market price in excess of the break up 
value, 

8. In Canada, investment trusts were also 
relatively slow in developing. The initial trusts 
tended to specialize in one industry and in some 
respects were more holding companies than investment 
companies, They were practically all closed and- 
management companies. 

9. Amongst the first to be formed were 
Canadian Power and Paper Investments, Ltd. incorporated 
in 1920 and Power Corporation of Canada, Ltd. formed 
in 1925. By 1929 there were 49 such investment 
companies with assets in the order of $265 million. 
Some $230 million of this total was concentrated in 
nine trusts with Power Corporation of Canada Ltd. being 
by far the largest with assets of over $60 million and 
Consolidated Investment Corporation of Canada second 
with investments of $30 million. 


10. While nearly all of the Canadian closed- 
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end investment companies had leverage to a greater or 
lesser degree, there was very limited pyramiding when 
compared with their counterparts in the U.S.A. 

11. This absence of pyramiding served the 
Canadian closed-end companies well in helping to reduce 
the effects of the 1929 Panic, ‘There were reorganizat- 
ions and consolidations and some liquidations amongst 
the poorly constituted companies, It must be noted 
however that generally the major Canadian closed-end 
trusts of 1929 won through and are in successful 
operation today. 

12. Nevertheless, Canadian investors lost 
heavily on the “investment trusts" and the very term 
_ became an anathema to them, It is probable that 
Canacians were influenced to a degree by the understand- 
ably bitter attitude of U.S. investors towards trusts. 
Management as applied to investments was at a discount 
and the public wanted no part of it, 

13. Inherently, however, the individual of 
more modest means still sought ways of investing to 
provide a combination of diversification over a known 
list of companies, a wedetistién ior liquidation feature 
and equally importantly, ways of establishing the proper 
market value of his commitment, 

14, The beginning in North America of fixed 
trusts which in most respects met the new requirement of | 
the smaller investor, had been back in 1923. They were, 
however, lacking in the spectacular and aroused little 
interest until 1930, According to a Securities and 


Exchange Commission (U.S.) report published in 1939 
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there were 52 fixed or semi-fixed trusts in the U.S.A. 
at the end of 1929 and two years later there were 143, 
In the two years $600 million of their certificates 
were sold, 

15. The fixed trust movement made limited 
headway in Canada, There are records for 1931 of four 
Canadian fixed trusts of which two confined their 
investments to purely Canadian stocks, while the two 
others deposited both Canadian and U.S. stocks with 
their trustees, several of the larger UvS.ifixed 
trust shares were offered for sale in Canada but the 
response was not good. Unfortunately there are no 
accurate records available as to total sales of fixed 
trust shares in Canada, At the end of 1961 there were 
only two Canadian fixed trusts reported -- Diversified 
Income Shares of which there are two series and Trans- 
Canada Shares with three petri of trust shares, 

B. ADVENT OF MUTUAL FUNDS. IN CANADA 

16, The year 1932 saw the start of a new 
movement in investment companies in Canada with the 
incorporation by Calvin Bullock of Canadian Investment 
Fund, Ltd, the original mutual investment company of 
management type in Canada. 

17. The mutual fund movement developed 
Slowly in Canada, While Canadian Investment Fund, Ltd. 
had grown steadily since incorporation and was held in 
high respect by both its shareholders and the financial 
community it was not until 1950 that a new mutual fund 
-- Investors Mutual of Canada Ltd. -- was started for 


Canadian investors. In 1947 Beaubran Corporation had 
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been set up primarily for European investment in 

Canada. Corporate Investors Limited had been organized 
in 1931 and Commonwealth International Corporation Ltd. 
in 'L933*% Both companies are now mutual investment funds 
in all respects but during their more initial years their 
operations were essentially those of investment trusts 

of management type. 

18. Today there are upwards of 41 mutual funds 
incorporated in Canada. Of these (a) 24 are essentially 
Canadian owned and generally come under the definition 
of Canadian investment companies under the Income Tax 
Act; (b) 4 are primarily Canadian owned with foreign 
investments; (ce) 3 are owned primarily abroad with 
investments in Canada, and (d) 10 are non-resident-owned 
companies registered under the United States Investment 
Company Act of 1940, A list of the various companies 
and other details are given in Exhibit A, 

19, Total Net Assets at market in Canadian 
dollars at the end of the 1960 (calendar or closest 
fiscal year) of the various mutual funds incorporate in 
Canada and investing in Canadian securities was $900. 
million. 

20. While an investment company may be defined 
as an organization that combines the capital of many 
persons for the purchase of securities, the definition 
is far from adequate and in particular it makes no 
reference to professional management. 

21. The description of purpose given in the 
prospectus of one of Canada's largest mutual funds 


presents in a concise manner the contribution of the 
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investment company to the investing public, "The 
fund was formed with a view to providing a convenient 
medium for diversified investments under careful 
supervision", 

22. This concept pertains basically to both 
closed and open end investment companies, Both types 
have a definite and useful role in the overall financial 
community and both have their advantages and dis- 
advantages from the investors' as well as the capital 
users' points of view. It is beyond the purpose of this 
submission to make a comparison of the respective 
contributions of the two types of the capital markets, 
Nevertheless, it has to be admitted that the dynamic 
growth of open-end funds in North America during the past 
fifteen years when compared with the relatively static 
position of closed-end investment companies is 
convincing testimony that collectively mutual funds 
are developing into an increasingly important sector of 
the financial markets, See Exhibits D and E.. 

Cc. A TYPICAL CANADIAN MUTUAL FUND 

23. While there is a wide variation in 
objectives, management policies, procedures and operation 
amongst the individual mutual funds in Canada, they have 
sufficient features in common to permit the preparation 
of a.description of-a prototype or typical Canadian 
mutual fund, This prototype, in addition to being a 
corporate picture of a mutual fund, serves as a yardstick 
for measuring deviations from the average practice 
employed by funds to achieve their individual objectives. 


24, The typical Canadian fund would have a 
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Simple capital structure consisting of a large number 
of redeemable special shares and a very small number 

of deferred shares which latter would be hela by the 
management group. Both classes of stock have full voting 
rights. The holders of the Special Shares would have 
the right at their option to present their shares to 
the company for redemption at the net asset VELUC, 
whereas this privilege is not available to the deferred 
shareholders, In all other respects the stocks rank 
pari passu. 

25. The company would be prohibited from 
borrowing money, buying securities on margin or selling 
Short, Its investments would consist of possibly 70 
different common stocks of prominent Canadian companies 
and some common stocks of a few large U.S. corporations 
-- 15 per cent of the investments would be in preferred 
stocks and corporate bonds, a portion of which would have 
a conversion or similar feature and depending upon the 
state of the markets a larger or smaller amount of 
Government of Canada bonds. 

26. The by-laws of the fund would prohibit 
it from placing more than 5 per cent of its assets in 
the securities of any one corporate issuer and would 
also prohibit the holding of more than 5 per cent of the 
voting securities of any one corporate issuer. 

27. Dividends would be paid quarterly out of 
the income received by the fund on the securities held 
after allowance for corporate and other expenses. It is 
probable that the fund had also made provision, whereby, 


if the shareholder wishes, the dividend is invested, at 
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no cost, in the Special Shares of the fund. Shareholders 
would also receive, quarterly, a list of securities held 
by the fund, together with information as to changes made 
during the quarter, 

28. The fund would be operated by an invest- 
ment management organization that in addition to 
providing office accommodation, administrative and 
clerical services would supply the complicated research 
work necessary in the professional management of the 
company's portfolio. Such management would be subject 
to the control of the nine man board of directors, four 
of which might well be connected with the management 
organization. 

29. The management fee would be one half of 
one per cent a year of the average daily net asset 
value of the fund, calculated and payable on a quarterly 
basis, Other expenses of the fund would include 
security transaction commission, custodian, legal, 
dividend paying and auditing fees together with the 
usual costs of shareholder reports, annual meetings, 
ete, 

30. There would be adequate provision in the 
fund's charter to ensure "arms length dealing" with the 
investment management and members of the board of 
directors on all transactions other than those conducted 
in securities listed on a stock exchange where regular 
commissions or brokerage are charged. 

31. The underwriter of the funds Special 
Shares would be the investment management organization. 


It would purchase the shares at their net asset value 
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and sell them to investment dealers who in turn would 
sell them to their clients, The retail price would be 
the net asset value which would be calculated daily, 
plus a loading charge of 8 per cent of the offering 
price. The fund also has a sliding scale of loading 
charges whereby the load is reduced to 5 per cent with 
the purchase of $50,000 and to lower rates as the 
total purchases increase, 

32. The bulk of the loading charge would be 
paid to the investment dealer who has undertaken to sell 
the special shares only a the net asset value plus 
the specified loading charge. The balance of the 
loading charge is retained by the underwriter to defray 
the expenses of prospectuses and other sales vest eiiees! 
advertising, etc. This charge is commented upon in 
more detail in paragraphs 48 to 55 inclusive. 

33. The investment. management organization, 
which is also the underwriter, has followed the practice 
of managements of several other larger Canadian funds 
of having its own sales force to sell the Special 
Shares direct to the public in addition to selling them 
to investment dealers. 

D, CENSUS OF CANADIAN MUTUAL FUNDS 

34. For the purposes of this study 41 mutual 
funds incorporated in Canada have been examined. There 
are a few additional funds in Canada but these are ail 
small and it is questionable if their combined net 
assets at market exceed $500,000. Also excluded 
from this count are mutual funds that invest only in 


the shares of an affiliated mutual fund. An example 
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of this (as shown in Exhibit A) is A11-Canadian 
Compound Fund that purchases only the shares of All- 
Canadian Dividend Fund, 

35. Of the 24 Canadian owned mutual funds 
Studied, 12 are classified as balanced funds, 7 are 
essentially common stock funds and 5 are considered 
speciality funds. The term "balanced fund" indicates 
that the objectives of the fund include both a regular 
reasonable naeee and capital appreciation, The common 
stock fund usually has capital growth as its major 
objective and might well be called a growth fund. 

36. The specialty funds are those that have 
Some feature that separates them from the other two 
groups. Of the five specialty funds, two concentrate 
their investments in Canadian oil and gas and related 
companies; one is a mutual bond fund, one purchases 
only the shares of three other designated mutual funds 
and one has a leverage feature whereby under specified 
conditions it is permitted to borrow money. © This 
feature has not been used during the past four years. 

37. The seoond group of mutual funds, shown 
in Exhibit A, are funds incorporated in Canada with 
their principal assets being Canadian securities but 
Whose shares are distributed largely outside of Canada. 
It is not known whether sufficient amounts of their 
shares are held externally for them to qualify as Non- 
Resident-Owned Investment Corporations. All three 
unfds are classified as the balanced type. 
38. The third group of mutual funds are those 


incorporated in Canada as Non-Resident-Owned Investment 
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Corporations which are registered under the United 
States Investment Act of 1940: There are ten of these, 
None of them pay dividends and all reinvest their 
income. Accordingly, they should be classified as 
growth funds. 

39. The fourth group are Canadian incorporate 
mutual funds owned by Canadian investors but With their 
investments being made in the United States and Europe. 
There are four of these. All of them are classified as 
growth funds, 

BE. TAXATION 

40, The Canadian Government has recognized 
the need of investors who wish to have the protection 
afforded by a diversified investment portfolio but who 
at the same time may not have the means, time or 
facilities to create and operate efficiently such a 
portfolio, but granting tax concessions to those which 
wish to pool their resources in an investment company 
that complies with conditions Specified in the Income 
Tax Act, 

41. Those sections of the Income Tax Act 
pertaining to Investment Companies (Section 69) and 
to Non-Resident-owned Investment Corporations (Section 
70) are given in Exhibit B. 

42, Investment companies (domestic) pay a tax 
of 21 per cent of their taxable income providing they 
meet certain requirements and at the same time because 
the investment company is not exempt from tax, the 
Canadian shareholders of such a company are not 


precluded from claiming the 20 per cent dividend credit 
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under Section 38 of the Act, 
43, To qualify as an "investment company" 
the following conditions must be met by the company: 
(a) At least 80 per cent of its 
property, through the year, must be 
securities or cash. 
(b) At least 95 per cent of its income 
must be derived from the investments 
mentioned in A, 
(c) Not less than 85 per cent of its 
gross revenue is from sources in 
Canada, Investment companies with 
less than &5 per cent in the 1962 tax 
year but 75 per cent or more are given 
to the 1963 tax year to meet this 
requirement. 
(d) Not more than 25 per cent of its 
gross revenue for the year was from 
interest, Companies with a higher 
gross from interest are given until 
1963 to comply with this requirement. 
(e) Other than Government, Provincial 
and Municipal securities not more than 
10 per cent of its assets must be in the 
securities of one corporation. 
(f) There must be a minimum of 50 
Shareholders, none of whom hold more 
than 25 per cent of the shares of the 
investment company. 


(g) The investment company must distribute 
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to its shareholders before the end 

of the taxation year at least 85 per 
cent of the taxable income after 
allowing for the tax paid. Shareholders 
are entitled to the usual depletion 
allowances. Dividends paid to non- 
resident shareholders are subject to 

the 15 per cent withholding tax, 


dh, 


Non-Resident Owned Investment Corporations 
are also not subject to the vsual rates of corporation 
income tax providing such an investment company elects to 
be so classified and meets the necessary qualifications. 
This special class of taxpayer was originally established 
to attract foreign capital to Canada, 

45. Providing that the company qualified as a 
non-resident~owned investment corporation under Section 
70 of the Income Tax Act it is subject to tax of 15 ‘per 
cent on the taxable income as determined in the manner 
prescribed in the Act, 

46, Briefly the major requirements for a 
company to qualify as a N.R.O. investment corporation 
are: 

(a) At least 95 per cent of the aggregate 

value of the issued shares and 100 per cent 

of its bond or other indebtedness must be 

beneficially owned by non-resident 

persons, 

(b) The second general qualification 

relates to the source of income which must 


be limited to that from: 
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i. ownership or trading securities, 
bills, notes or other property. 
ii. lending money 
iii. rents, hire or chattels, annuities, 
royalties, etc% 
iv. estates or trusts, 
(c) The principal business of the N.R.O. 
corporation shall not be the making of 
loans or the trading or dealing in 
mortgages, hypotheces, bills, notes, 
ete, Not more than 10 per cent of the 
company's gross revenues may be derived 
from rents, hire of chattels or charter 
party fees, 
(d) While. the company may receive its 
income from almost any type of property 
as mentioned in (b) and (c) it must 
derive no revenue from business 
activities such as purchasing, processing, 
merchandising, manufacturing or similar 
activities, The receipt of any 
income that does not qualify disqualifies 
the company in toto. 
F, SELLING COSTS 
48, The majority of mutual funds charge the 
purchase a fee, or selling charge which is over and 
above the net asset value of the shares, This fee -- 
commonly called the "loading" -- is, in Canada, usually 
between 8 per cent and 9 per cent of the offering price 


of the shares, Normally the loading is scaled down as 
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the amount purchased increases after a certain minimum 
is passed, 

49. A few mutual funds in Canada have a low 
loading charge or no charge at all at the time of 
purchase but levy a small redemption fee when the shares 
are presented for redemption. 

50. It is often claimed by superficial 
observers that in relation to normal commission charges 
on the Toronto or Montreal Stock Exchanges the "loading 
charges" are exorbitant. Such a@ comparison is both 
fallacious and misleading as the two things compared are 
entirely dissimilar and several important factors are 
ignored. 

51. A share of a mutual fund is not an 
ordinary "security", It not only represents pro-rata 
ownership in the net assets of the fund but it is in 
effect a service contract entitling the holder to the 
benefits of constant professional management at very low 
cost rof nis interest in a highly diversified and large 
portfolio. 

52. Mutual funds shares in common with goods, 
services and insurance have to be "sold" and the real 
benefits of diversification and professional management 
can only be obtained if a sufficient number of shares 
are sold to provide a large pool of capital. Those 
engaged in the creation of such a pool are entitled to 
compensation for their efforts, 

53.. It should also be noted that’ the loading 
on mutual fund shares covers sale as well as purchase 


as usually there is no charge for redemption, Stock 


. bseesq at 


wol 8 eved sbsnsd mt ebrwt feydum wot A> .et 
to omid oft ds Ifs 3s egusdo om Yo sgusdo sntbsol 
eeyvede sdi nerlw 961% notiqmebot [iswea s yvel dud sasdoinsq 
aotiqnebet tot betdssstq 97s 

fstolLtusqua yd bemisio nedto ek: tdI | .Oc 
esgrsdo aqotaetinmoo Ismsom ot aotisioxr af dsdd erevisedo 
antbsol" ont asgasdoxd Noote [sextnoM to ofaotoT sd7v no 
diod ak noelisqmos 8 done -Jastidvoxs sis "es grsdo 
sts bersqmoo sauaidd owt odd es agntbselegim bas evotoslist 
Sis atovost Jaedxoqmt [etevea bas rSlimiaearb ylertias 
»bstongt 

as Jon ef bawt I[sutum s to susde A ead 
sisiu-o1g atasessgqey vino don JI o"vhuvooe"” yxrsatbro 
rt t vi Jud bast orld to ateges ton ent at qtdeatenwo 
odd ot teblod oft sntidtines dosrdaos sotviss 8 Josttes 
wot mene Js dnomegsasm Isnolaastorq tnstecoo to etttensd 
egusl bas betifarevib yvidstd s mt testetnt wick to taoo 


-oLlotidtoq 


| 
| 
| 
| 
.<2boog déiw nommoo nt eersde ebaut [sudom  .Se 
fset edd bas "blos" od of sven sonsetuent bas asotvrse 
Jaemessasm Isnoteas'toiq bas noltsoktiersvib to ettteaed 
asisde to isdmun daetotttue s tk bentstdo ed yino aso 
seodT .Istiqso to loog sg1sl 8 shivorg ot bloa 91s 
od belvitas ors Loog s dove to mottse ro edtdent begsgas 
.2tsotte rttedd sot mnottsansqmoo 
gnibsol edd dsdd beton od oefs bluore tI 1&2 
esesnotug ef LI[ow es slse arevoo catia baw [ssdum. cto 
Noose ~foitqmeber tot sstads om et ssid yifsuay as 


| 
rt 


Nethercut & Young A ‘ 6 06 
Terente, Ontario - K - 


exchange commissions and taxes (where applicable) are 
charged on sales as well as on purchases, - 

54. Another aspect that Should be considered 
when examining the offering price and redemption price 
of mutual fund shares is the Spread between the bid 
and asked prices that normally prevail both on listed 
stocks and those traded over-the-counter, Set out in 
Exhibit C is an analysis of the difference between the 
total cost of the purchase of the first fifteen common 
stocks on the Montreal Stock Exchange at the closing 
asked prices and the proceeds when they are sold at 
the closing bid prices for four separate days. The 
percentage spread between the Total Cost and the Net 
Proceeds ranged between 6.84 per cent on July 21, 1957 
and 4.45 per cent on May 31, 1960, 

55. The calculations set out in Exhibit c 
cover the purchase and sale of more than "board lots" 
of each stock, If, however, the individual sought some 
diversification by spreading a modest amount of money 
over a number of stocks he is likely to encounter minimum 
commissions and when buying or selling small or odd 
lots of stock a wider than normal spread between the bid 
and asked prices, Accordingly it is likely that the 
percentage Spread would be isd chide than the examples given 
in Exhibit c. 

G. MARKETING OF MUTUAL FUNDS 

56. Shares of mutual funds in Canada are, for 
the most part, sold in one or a combination of three 
ways. The underwriter, which is usually the fund 


manager, purchases the shares from the mutual fund and 
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then sells them to investment dealers who, in turn, 
offer them to the investing public at the net offering 
price, which includes the loading charge, The 
investment manager, or underwriter, may also, in 
addition to selling to investment dealers, have his 
own sales force which is engaged in distribution of the 
Shares to the investing public at exactly the same price 
as they are available from investment dealers. A third 
method is for a separate organization (with its own 
sales force) that is entirely independent of either the 
underwriter or investment dealers to purchase shares 
under an arrangement from the underwriter and offer 
them for sale under some form of a contractual plan 
(described in paragraphs 61 to 65) which may well also 
embody term insurance, 

57. In addition to mutual fund sales made 
as individual transactions which are conducted in the 
Same manner pertaining to other securities, mutual 
fund sales are also made in increasing amounts under 
whare are known as Accumulation or Regular Purchase 
Plans under which the investor is able to take advantage 
of “dollar cost averaging". By this is meant that the 
individual invests a stated amount of money at regular 
intervals in the shares of a mutual fund. His money 
will buy more shares when prices are down and less 
shares when prices are high, It is arithmetically 
proveable that at the completion of a market cycle -- 
namely when a recognized stock exchange inded of common 
stocks returns, in due course, to the level existing at 


the time of the investor's first purchase -- it will be 


« LAG 7 js > Me Vi my 
¥ a n fi aon a ; Q Deal 4 wi ae i ; — ne Le eyegt ol. 
a | 
ae oo) PRY oc) a 
y j , ’ at A ~ 
ow ee v oar om 
x em oy. 


14S a 


amit’ (ow ateleob: tashtesvabvots went eltvestentt 
gatustto vem add vs ofiduq gnitvesvatr edd od mer xe2to 
b sedT oc | sgusco. guibsol, edd) esbulont., dotdw .soliq | 
ee 
etd eved:,ateiseb tauemtasvat od gniiisee o¢ notstnbs |e 
edd. ‘to. nokiudbavetb ot begspns at dolaw sovet esisa mwo | 
soiuq omsaliendd yitesxe Js otldsua saidveovah edd ot esousde 
pxtdd a eteiseb daemiesval mort sldsitsvs sis ysdd es 
awo adi) ddiw) notissiasgio edsetsqee 8s tot el boritem 
odd “sddite to tosbasqebat ylowltaS et dadd (sont esisea 
neysie: Sago ted od Bre lseb drom Teoval to cot hnwiebed 
TStto bas tetiuwrebay odd moth Jremegasi1s. ws. Tebay 
asigq [sutestinoo & to mot) Soa tebmyr else toto meds 
6als [Low ysm dotdw (Ad 07% L0 arigsrasitsq nt boedixoasb) 
m ,sonstvent ured ybodms 
shew esisa bart Iseudum of mok’tbbs nl Jy? 
” ‘Sedeo nev eadeistinng! Stedule hisw née MescnentotephaNtieias 
 disedom ,esitinyose tsdtdo of gnialsdisqoisansm omse 
ebay) etapoms: gnfesoront ai). sbsm ovis sts: eeise bay 
sasiomd tsfiuzon tol notisiummooA' es mwond) sis ptevie 
s9stinasvbs oxstcotd efds ef sxotesvati odd dotnw webars easli 
odd dsd3 dasem ato eiht yao ."gatgsrevs deoo tsllob". ‘to 
isiugsx ts yonom to tavyoms betste s atgevat [eubivibasr 


yorom si bat I[sutsm 8 to asersdea edd oto alsvredat 


eael bans awob ets asotiq medw eorsde stom yod iltw ies 


ylisotiemddius at tI Ltigid ss @60ftgq nodw esitsde 


nommoo to bebat eyasdoxe Noode bextagoost, 8 modw ylowst 


-- Sfoyo tewtism 8 to anoidsiqnos soieds tsi? sidssvoirg | 
f 
| 

3s gntdatxe Lovel ed? of .samwoo ebb mteyemiuds1 exoote | 


sd Iltw dt -- sesdhotyg tertt: e'yotesvat sdd to omidesdd 


} f. iY a 


Nethercut & Young A iS 6 03 


Terente , Ontaria 


found that the market value of the combined holdings 
exceeds that paid for such holdings, entirely apart 
from any dividends that may have been received in the 
interim, It must be assumed that the price of the 
mutual fund shares will move in reasonably close 
conformity with the stock exchange index that is being 
used as a yardstick. In most cases, however, it will 
be found that, because of the professional management, 
the mutual fund shares will have done better than the 
averages, 

Accumulation or Regular Purchase Plans. 

58. Generally speaking these plans are based 
on regular contributions on a monthly, bi-monthly or 
quarterly basis. Dividends may or may not, as decided 
by the investor, be reinvested, usually at no cost to 
the investor, 

59. (i) Voluntary Plans - These provide a 
systematic method whereby the holder elects to make 
periodic (usually regular) purchases of a mutual fund, 
The bookkeeping details, reinvestment of dividends, T-4 
Slips, quarterly and annual reports, etc., are usually 
handled by the underwriter of the fund or by an 
independent trust company whose services: are employed 
by the fund management. 

60, The holder has the right to terminate 
or liquidate his plan at any time without penalty. If 
he decides to present his shares to the fund for 
redemption, he will receive the net asset value 
prevailing at that time. 


61. (ii) Contractual Plan.- In the past five 
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years the number of contractual plans being sold have 
increased rapidly in Canada. This may be attributed 
mainly to the type of distribution being carried out 
by the direct sales forces of many of the funds 
underwriters' and also independent organizations that 
are engaged in selling several variations of the 
contractual. plan, 

62. Under the contractual plan, the holder 
agrees to make contributions for the purchase of a 
mutual fund shares of stipulated amounts at regular 
Specified intervals for a pre-determined number of 
years, usually ten, fifteen, or twenty years. The 
terms of the contract carry certain penalties to the 
holder in the event that he is unable to continue his 
payments until the maturity date of the plan. 

63. Contractual plans for some mutual funds 
have what is known as a "front-end load", Under such 
a plan a material part of the total load which would be 
paid to carry the plan to completion is concentrated 
in the first two or three years of the plan. The result 
is that if the investor is forced to terminate the plan 
in the earlier years of its life, he will only recover 
part of the total amount he has paid in. Certain 
provincial regulatory bodies have objected to this 
"front-end loan" practice and at least one fund sales 
organization was required to modify its contractual plan 
and lower the "front-end load" on sales made in those 
provinces. Later, the sales organization voluntarily 
introduced the modifications for sales in all provinces. 


It should be noted that the loading charge per share of 
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the fund is unchanged from that Sattataine to regular 
sales but a major portion of the total is collected 
early in the contract in anticipation of subsequent 
Share purchases. 

64. In effect, the contractual plan employs 
the principle of compulsory savings which to some 
investors may well be beneficial. On the other hand, 
it cannot be overlooked that if for some involuntary 
reason the purchaser has to terminate the plan in the 
earlier years of its life, he could suffer a material 
loss of capital without the interim compensating 
feature which applies to insurance, 

65. Many contractual plans offer a form of 
reducing term insurance at additional cost to the 
holder. In most instances the combination of the 
insurance and the contribution will provide the 
beneficiaries with the face amount of the plan in the 
event of the holders death, 

66. By far the greater majority of regular 
purchase plans are directed to small investors -- those 
people are are able to save and invest from $15 to 
$100.00 per month. Most mutual funds, after an initial 
moderate deposit, carry a low minimum contribution under 
the voluntary plan. This in many cases is as low as 
$100 per year. Contractual plans may have a minimum 
deposit as low as $10 a month and often require no 
initial deposit of larger than this amount. 

H. RETIREMENT SAVINGS PLANS 
67, In 1957, the Government of Canada amended 


the Income Tax Act to permit any Canadian whether 
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employee or employer to make certain tax exempt 
contributions to a Registered Pension Plan which would 
provide funds for retirement years, 

68. Under the terms of the Plan, a self- 
employed person may contribute each year up to 10 per 
cent of annual earned income with a maximum of $2,500 
and such a contribution is deductible from taxable 
income. For those who are members of a group plan, to 
which their employer also contributes, the maximum 
deduction is $1,500. When contributions to such group 
plans are less than the maximum tax deductions 
permitted, the individual taxpayer may establish a 
Supplementary individual registered pension plan so as 
to obtain the full benefit of the allowable deduction. 

69. The plan-holder has the option of 
converting the assets of the Plan to an annuity at 
any time prior to his or her 7list birthday, at which 
time the assets will automatically be converted under 
the terms of the Plan, 

70. Mutual funds qualify as an investment 
medium for Registered Retirement Savings Plans. Asa 
result of the introduction of Registered Pension pe 
in 1957, a new outlet for fund sales has developed, 

I. WITHDRAWAL PLANS 

71. A number of mutual funds provide what 
amounts to a bookkeeping service whereby a shareholder 
who had acquired a block of shares of the fund (either 
as a lump purchase or by gradual accumulation) may elect 


to liquidate a portion of his holdings at stipulated 
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regular intervals -- usually monthly but in some cases 
quarterly or annually. 

72. This service is not in any way the 
payment of an annuity but constitutes Simply a 
convenient method for a shareholder to gradually withdraw 
invested capital for other purposes -- usually to 
Supplement other sources of revenue, It has the 
advantage from the shareholders point of view of economy. 
In most cases the dividend being received on the shares 
still held are reinvested at no cost and there is no 
charge for the liquidation of shares, 

73. The usual options available to the 
Shareholder are: 

(i) The liquidation of a sufficient 

number of shares on a given day each 

month to provide the shareholder with 

a stated number of dollars, 

(ii) The liquidation of a stated number. 

of shares on a given day each month 

until all the shares have been 

redeemed. In this case, the number 

of dollars received will vary with the 

price of the stock, 

74. Most of the funds providing this service 
require a minimum purchase or accumulation of $6,000 
in its shares at the commencement of the service and 
that, under option one, not more than 10 per cent of the 
initial invested capital may be redeemed each year, 

75. With this type of service the shareholder 


has no guarantee that his original invested capital will 
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not be exhausted. The funds offering this service 
are careful in emphasizing the absence of the guarantee, 
It has to be admitted, however, that, for the 
individual who is experienced investment-wise, the 
service can appear complicated and unless it is 
explained to the shareholder by a highly experienced 
Salesman, misunderstandings could occur. Market 
experience over the past eleven years has been 
favourable to most of these services (see Exhibit F), 
There can, however, be no assurance or guarantee that 
this experience will repeat itself in the future. 

J. CANADIAN MUTUAL FUND EXPERIENCE 

76, A study of mutual funda in Canada is 
rendered more difficult because of the absence of a 
central supervisory body of a similar nature to the 
eo, Securities and Exchange npn to which 
American investment companies must report. The student 
of the American scene is further helped by the presence 
of the National Association of Investment Companies -- 
2 non-profit organization maintained by the great maj- 
ority of important registered investment companies in 
the United States, 

77. In the United States the two first 
mutual funds -- Massachusetts Investors Trust and State 
Street Investment Corporation -- were formed in 1924, 
In Canada the first fund, Canadian Investment Fund, 
Ltd., was formed late in 1932. It was not until the 
1950's that it was joined by other mutual funds of 
Substance, Of the fifteen domestic mutual funds with 


net assets (at market) at the end of 1960 of $1 million 
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or more each, fourteen were incorporated in or started 
their period of active growth during the 1950 decade, 
Accordingly, it has been necessary to refer from time 
Co time to the experience in the United States to 
obtain longer term mass indications of trends and 
responses to developments. 

78. Just as the investment trust of old 
was a British development designed "to provide the 
investor of modest means the same advantages as the 
large capitalist .. . .by Spreading the investment over 
a number of government loans" so it must be said that 
the open-end investment company or mutual fund is 
a distinctly United States development that in addition 
to permitting "the investor of modest means" to obtain 
the advantages of diversification, enables him to 
become a true participant or shareholder in actual 
industry under skilled professional investment management), 

79. The mutual fund was slow to develop 
in the United States and still slower in Canada. 
According to the SEC Report (Securities and Exchange 
Commission. Investment Trusts and Investment Companies 
--.-.-Washington, D.C., Government Printing office 1939- 
42.) as at December 31, 1929, there were 675 investment 
companies of all types in the United States with total 
assets of $7,157 million. of these 19 only were open- 
end companies with assets of a mere $140 million, 

80. The year 1932 is generally regarded by 
historians as the true beginning of the mutual fund in 
the United States. During and after that year, to date, 


nearly all newly organized investment companies were of 
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the mutual fund type. In Canada, with the exception 
of the previously mentioned Canadian Investment Fund 
Ltd, and a few small Fixed Trusts, there were 
practically no new investment companies organized until 
after the War. It was not until the "50's, however, 
that the mutual funds became popular with the Canadian 
investing public. 

81. Set out in Exhibit D is a record of the 
growth of the five largest of the Canadian owned, 
domestic mutual funds from the years 1950 to 1961. 
These five companies at the end of 1960 represented 
approximately 82 per cent of the total net assets (at 
market) of all the 24 Canadian mutual funds and 
accordingly could be considered representative in the 
absence of detailed statistics of other funds in the 
earlier years, The consistent growth over the years 
under review of combined net assets of over 1000 per 
cent is considered impressive and indicative of the 
acceptance of mutual funds as an investment instrument, 

82, Exhibit E shows the growth of United 
States mutual funds during the years 1940 to 1960 when 
Total Net Assets increased from $448 million to $17 
billion. The increase from 1950 to 1960 was approximatel 
$14.5 billion or roughly 500 per cent. 

K. RUN ON THE BANK 

83. Apprehension has been expressed from time 
to time that during periods of recession, international 
crises and sharp or extensive declines on the market 
that many mutual fund shareholders would redeem their 


shares, thus forcing the funds to sell heavily on 
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balance, This in turn would tend to depress stock 
prices still further. 

84, Many careful studies of the history of 
the mutual funds in the United States have been made by 
private individuals, the National Association of 
Investment Companies and the Securities and Exchange 
Commission, It has been found that during every 
testing period when the markets have experienced sharp 
declines more shares of mutual funds are purchased than 
are presented for redemption. 

85. Hugh Bullock, one of the leading figures 
in the United States investment industries, states; 

"The NIAC has figures from its 

mutual fund members (representing 

74 per cent of the assets of its 

mutual fund members) showing that 

during the 18 per cent stock market 

decline from May to October in 1946, 

the public purchased shares from such 

funds valued at $98 million and asked 

the funds to redeem $39 million worth 

of their shares, Meanwhile the 

funds' purchases of portfolio— 

securities were $117 million and their 

sales of portfolio securities $72 

million. Ninety-six per cent of the 

members of the NAIC (by assets) 

reported that at the outbreak of the 

Korean War, when the market declined 


7 per cent during the week ending June 
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30, 1950, investors purchased $9 

of shares and redeemed $8 million. 
Meanwhile the mutual funds themselves 
purchased $14 million of portfolio 
securities and sold only $6 million. 
Then, during the week ending September 
30, 1955, when President Eisenhower 
was first taken seriously ill and the 
market declined over 4 per cent 82 

per cent of the NAIC mutual fund 
members (by assets) reported that 
investors purchased $22 million and 
redeemed $10 million, and the funds 
themselves purchased $16 million 
portfolio securities and sold $13 
million. Similarly in the market 
break from October 1 to 21 in 1957 a 
survey of mutual funds, the assets 

of which represented 79 per cent of 
the NAIC memberships! showed that 

the ratio of the funds' sales of 

their shares to repurchase of such 
shares was $47 million to $16 million 
or almost 3 to 1, while the companies 
purchased $81 million of portfolio 
securities and sold only $32 million." 
(The Story of Investment Companies by 
Hugh Bullock, Columbia University Press, 
New York, 1959 - pages 162-3), 


86. The 1929-32 Crisis was beyond question the 
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severest test experienced by mutual funds, It should 

also be noted that this test came at a time when the 

mutual funds movement in the United States was of only 

relatively modest proportions. The SEC Report states: 
"At the end of September 1929 

Massachusetts Investors Trust had 

298 ,687 shares outstanding. From 

that date until December 31, 1932, it 

was called upon to repurchase 235,016 

of its outstanding shares, Thus, if 

no new sales of shares had been 

effected, the amount of assets of 

the company would have been reduced 

by almost 80 per cent by virtue of 

these redemptions alone. However, 

at the close of 1932 this company 

had outstanding 951,752 shares," 

(Report of the Securities and Exchange 

Commission - Investment Trusts and. 

Investment Companies 1939 - 42.) 

87. No such wealth of statistics is available 
for Canada, It is felt, however, that the experience 
of Canadian Investment Fund, Ltd. from 1933 to 1961 
(as shown in Exhibit G) provides much more than a 
hypothetical answer as to what would have occurred if 
the mutual fund business in Canada had been much larger. 

88. During the 29 years of its existence, 
Canadian Investment Fund, Ltd. had net redemptions in 
only four years, It may be of some Significance that 


three of these years (1945, 1946 and 1961) were in 


BId.A 
pe Sa a 


nel ten | 


Divode JI  ,ebnul isutum yd boonekieqxs test vastevea 

odd modtw omit s te omso.tdest eidd tsdd beton sd oats 
yYino to asw aetat’e betiau edd ak taemevom ebast fsutum 
:estsde ttoqeH O8& odT ..anotdrogo1g, desbom. yLovitslox 


SCL tedmesqe2 to bne,edd, tA" 


| bed taueT exoteeval atideaudosaasM 
mort .,gatbastatvuo esrsda V8, 8es 

JE ,S€OI .f& wsdmso00d Livay eitsb tec 

OL0,.c€S sesdorsgqet.ot mogu beliso esw 
Tt ,auydT ,aersde gatbasteduo et t~ to 
meed bed asisde to asise won oa 

to aisees to oe eid .bstostts 
bsoubser assed svsd blyuow yasgqmoo edd 
to sultiv yd tase. req 08 teomls xd 
<TSVEWOH ,on0ls artokiqmebex seed 
Yyasqmoo atdd SECL. ta, seolo. sdt ts 

", eoveria SCV, fee satbastedipo bed 
egisdoxd bas estituyoe®. edd. to t1oqeA) 
bas edayiT taemdaeval - aotaetmmod 


{,Sh.- C£CL estasamoD Jnomteoval 


ST AE SL TN ee tet rr tt panna sna neneanooocesbinesben ner we 


s{deltsvs at eotiatists to.dtisew doye- om 478 


sonsiteqxs odd Jsdd .sevewod .,Jiet.et JIo .,sbsasd tot 


£OCL of EECL most .bIT .bawt tasmteoval mstbsasd to 


nen 


8 nsdt,etom doum esbivonig (D didtdxd ak aworle as) 

ti beitvoso svsd bluow,Jjsdw ot es towens Lsottedtoqyd 

.t9gisl doym msed bed sbsasd ak sesateud bawt Isutum ort 
,oonstvaeixs ast to axsey eS eft gatcpd. .88 

of anoliqmeber von bed .bt1 .bawt daomtesval mstbsasd 

vsedd somsolitagta omoe to sd yam dL ..,e1ssy wot yino 


Hk oven (Leet bas der .aHeL), exssy seedt to sexi 


i 


j ye % r 
« fa ih | 3 wa ad 
oo. | 
’ - i 
; 


Nethercut & Young A e 6 1 9 
- K - 


Terento, Ontario 


periods of high and rising market levels and not low 
markets, The vice-president, and treasurer of the Fund 
advises that in 1940, the redemptions were from non- 
residents of Canada and that on balance Canadians were 
buyers... is possible that expropriation of dollar 
securities of the British Government during 1940 may 
have contributed to the redemptions by non-residents, 

89, The experience of Investors Mutual of 
Canada Ltd, from 1950 to 1961 is given in Exhibit H 
While the overall picture of the five largest balanced 
funds for the same period is given -in Exhibit.D. 
Consistent growth during each of the 1l years is to be 
noted, 

90, It is difficult to assess the importance 
of the trend of the Canadian incorporated N.R.O. mutual 
funds registered in the United States as shown in 
Exhibit J. While the combined figures show a rise in 
the number of shares outstanding and in net value of 
assets for the years 1955 to 1958 and a decline during 
the next two years, the trends of some of the individual 
funds do not always conform with the overall pattern, 
The decline that occurred in 1959 and 1960 are of 
appreciable, but not damaging proportions and may well 
be no more than a reflection of a tendancy to be noted 
from time to time in many sections of the security 
markets of investors to repatriate part of their 
foreign commitments during periods of indefinite trends. 
At the same time it might ae be suggested that some 
U.S. investors felt that there were more attractive 


domestic situations. 
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91. Information as to how mutual funds that 
have specialized in some particular industry or group 
of industries such as atomic energy, electronics, or 
oil and gas have fared during different phases of the 
market is not available, In Canada, there are only 
two funds that have specialized in a particular 
industry. Both of these are relatively recent 
incorporations, First O11 and Gas Fund was formed in 
1959 and while Growth Oil and Gas Investment Fund was 
formed in 1952, its expansion has been quite modest, 

ge. It is difficult to establish any 
definite relationship between the size of the Canadian 
securities market as a whole and the participation of 
the mutual funds in them. The net asset value (at 
market) of all mutual funds in Canada at the end of 
1960 was approximately $900 million. Because the 
assets of the Non-Resident-owned mutual funds are almost 
entirely Canadian securities their net asset values at 
market of $337 million have been included in the $900 
million figure, 

93. Complete figures are not yet available 
but it is estimated that the net asset value (at market ) 
of all mutual funds in Canada at the end of 1961 was 
Somewhat in excess of $1 billion. 

94, At the end of 1961 the quoted market 
value of all stocks listed on the Toronto Stock Exchange 
was $61 billion while the market value of listings on 
the Montreal and Canadian Stock Exchanges was 


approximately $59 million. Allowing for the considerable 
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amount. of duplication arising from inter-listings 
the quoted market value of stocks on the Toronto, 
Montreal and Canadian Stock Exchanges is estimated at 
under $62 billion. This figure may be further refined 
by elimination of the market value of $34 3/4 billion of 
the 21 foreign companies (mainly U.S. concerns ) whose 
Shares are listed in Canada and other countries, thus 
leaving a market value of listed Canadian stocks at 
the end of 1961 in the order of $30 billion. Of this 
sum preferred stocks had a market value of approximately 
$1 billion, 

95. This $30 billion market of listed 
Canadian stocks include shares of all grades across the 
entire investment spectrum from the most Speculative to 
the most conservative, While there is no real basis 
for an accurate estimate, it is probably that some two- 
thirds of the value of the listed Canadian stocks would 
be of an investment grade that might make them potential 
candidates for inclusion in a mutual fund portfolio of 
today. 
L. CONCLUSION 

96. The gradual and accelerating interest in 
equities throughout the Free World during the past 
Sixty to one hundred years may be regarded as the natural 
evolution of man's desire to Share or participate in the 
growing economy of the nations and thus increase his 
Stature, It may also be said that the right as an 
individual to own a share in individual segments of an 
economy is an inherent part of the capitalistic system, 


97. The Radcliffe Committee in its detailed 
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report upon the working of the British monetary system 
states: 
"574, The third factor tending 

to drag up the bond yield may be the most 

fundamental of all, but fortunately it 

neet not be dangerous. This is the shift 

of investors, notably insurance 

companies and pension funds, from bonds 

to equities. This shift is partly due, 


no doubt, to fears of inflation; 


but partly also to the 
development of institutional facilities 
for investing with reasonable safety 
in equities, to the influence of 
financial journalism, and most of all, 
perhaps to the belief that a well- 
spread portfolio of equities gives the 
investor the chance to share in the 
benefits of economic growth. Experience 
seems to have borne out this expectation 
(though not as dramactically as is 
sometimes suggested) and, now that 
development of financial institutions 
is freer, it is reasonable to expect that 
the swing will Continue." (Para, 574 - 
page 212 - Report of the Committee on 
the Working of the Monetary System - 
Chairman the Rt. Hon. the Lord Radcliffe, 


G.B.E., Her Majesty's Stationery Office 
1959, Cmnd. 827.) 
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98, Recognition of the part that equities 

play in investment is given by the Government in the 

authorization of Registered Pension Funds to inc lude 

common stocks in their portfolios and by permitting 

the acquisition of maximum stipulated amounts of 

equities by insurance companies, The Government has 

also extended to self-employed professional or business 

men, the right to participate in equities in the creation 

of a pension estate by allowing him to deposit shares of 

recognized mutual funds as contributions to his 

Registered Pension Fund. No other direct corporation 

equities may be deposited. The self-employed person 

is thereby accorded the same privilege as if he were a 

member of a corporation employee pension fund. 

99. Investment companies are the only 
financial institutions through which investors of 
moderate means can share directly in the risks and 
rewards of equity investment under professional manage - 
ment conservatively and with the protection of broad 
diversification and continued supervision. The pooled 
funds now being made available to investors by certain 
of the Canadian trust companies may well be included in 
the investment company classification. 

100. It is not desired todiscuss or make a 
comparison of the relative merits of the closed-end 
and open-end investment companies. Each has a place 
and useful function in the capital structure of the 
various economies, Each has its advantages and 
disadvantages, the relative merits of which may well 


vary with the viewpoint of the observer. A feature which 
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renders the investment company attractive to the 
investor may well be a major hindrance to management in 
achieving certain objectives and vice versa, 

101, The dynamic growth of mutual funds in 
the past fifteen years deduces convincingly that invest- 
ors at large are being offered or sold a security that 
from their viewpoint is attractive, 

102. The features of redemption of shares at 
the holders option and professional management operating 
to certain established standards in a goldfish bowl alone 
do not, however, account for the growth of mutual funds. 
The other aspect is that, in common with most forms of 
merchandise, they have to be sold, Mutual funds 
provide a service which the investment dealer or a 
direct mutual fund salesman can afford to sell. At 
the same time the service fills a need not before 
covered, particularly for the small investor who does 
not have sufficient resources to justify the employment 
of investment counsel or who had neither the facilities 
nor the interest to be reviewing constantly his or her 
own securities, 

103. There is a sufficient allowance in the 
sales charge (loading) to permit salesmen to cover the 
smaller investor personally in the city and even more 
so in rural areas which previously have not been 
serviced investment-wise to any large extent except by 
correspondence because it has not been possible to do 
So economically with the small percentage margin 
presently available on listed securities and in many. larg 


corporate underwritings. 
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104, The combined net asset value of all 
Canadian mutual funds investing their resources in 
Canada at the end of 1961 is estimated to be in excess 
of $1 billion. There is no Way of measuring accurately 
the effect of the impact of the contribution of such a 
Sum of capital upon the Canadian economy although it 
must be appreciable proportions, It is also Suggested 
that the mutual fund sales efforts have tended to 
promote individual Savings with an accompanying increase 
in money reaching the Canadian capital markets, 

105. Another plus factor for mutual funds 
which again cannot be measured in precise terms is that 
they have made available to the smaller investor a 
sound, marketable security which in most cases is paying 
fair. dividends that has, in many instances, taken the 
place of very speculative securities which have been 
sold by high pressure methods and without regard for the 
investors circumstances and requirements, 

106, While it is not amenable to statistical 
proof, there appears to be little question that the 
mutual funds have a stabilizing influence in the stock 
market, It has been demonstrated in previous paragraphs 


(83° - 91) that over the years, in periods of declining 


markets, the mutual funds have on balance been net 
purchasers of securities, 

107. Mutual funds have in their portfolios 
very large amounts of the Shares of individual companies, 
Purchases and sales under professional management, 
however, are usually executed gradually over a longer 


period of time so that, if anything, mutual funds 
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transactions tend to have a stabilizing influence upon 
the market, 

108, For the individual mtual fund share- 
holder the understanding that he can always redeem his 
Shares at their net asset value and not be Subject to 
the whims of fluctuating investor confidence in any 
individual situation and never be locked in to the stock 
combined with a detailed knowledge as to how his money 
is invested by professional management in a well 
diversified portfolio is likely to result in a sale 
only when the money is required for other purposes, 

109, From the Canadian mutual fund point of 
view, certain difficulties are experienced in regard to 
availability of Canadian representation of appropriate 
quality in some industries such as electronics and 
automobiles together with the narrow market that exists 
for the stocks of some companies, The condition is not 
one for which there is any immediate Solution. Certain 
types of industries have not developed to a point where 
public distribution of their equities is a feasible 
undertaking. An increasing number of subsidiaries of 
foreign corporations operating in Canada are making 
their securities available to the Canadian investing 
public. This, however, cannot be regarded as the 
complete solution as such companies are likely to be 
operating only in Canada whereas their parents probably 
Will be international in scope and have a much wider 
diversification of products. 

110, True diversification as sought by 


management for mutual funds is essentially international 
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in its view and if it is to exercise its policies to 
the maximum benefit of its shareholders it must be, 
Within reason, permitted to diversify its investments 
without regard to national boundaries, 

111, While the present requirement under the 
Income Tax Act that not less than 85 per cent of the 
gross revenues is from sources in Canada for a mutual 
fund to qualify as an investment company and be 
entitled to the 21 per cent income tax rate, this has 
not, as far as is known, been a hardship on any of 
the mutual funds, 

li2. There is in Canada no sieenen regulatory 
legislation for investment companies as such at 
either federal or provincial levels that in any way 
parallels the United States Investment Companies Act 
of 1940 which is administered by the Securities and 
Exchange Commission. All mutual funds in Canada are, 
however, subject to the federal or provincial acts under 
Which they are incorporated as well as the various 
securities acts of the provinces where their shares are 
being offered for sale, 

acl, 32 While none of these respective acts 
set out regulations in the specific manner of the 
United States Act, it is particularly worthy of note 
that the various Canadian mutual funds have voluntarily 
and individually prescribed for themselves regulations 
that are of a high standard. 

114, No amount or kind of government regulatio 
can guarantee good investment management or insure 


investors against losses, Nevertheless, it is contended 
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that in the absence of special regulatory legislation 
pertaining to investment companies at either or both 
federal or provincial levels the various provincial 
Securities Commissions may be faced with some 
difficulties in protecting the investing public. 

115. It is beyond the scope of this sub- 
mission to discuss investment company regulations in 
detail. It is suggested, however, that the Commission 
satisfy itseif that present provincial legislation 
provides adequate safeguards for the protection of 
shareholders of both open and closed end investment 
trusts, 

116. As the sale of few if any mutual funds 
Will be limited to one province it is essential that 
there is uniformity of legislation and its administration 
in all provinces, 

117. To date, mutual funds in Canada have 
been essentially conservative in concept and accordingly 
their shares are appropriate instruments for a broad 
range of investors. It is logically to be expected 
however that in the future mutual funds of a more 
Specialized and speculative nature will be formed and 
indeed such funds could well serve a useful purpose. 
The investor who is in a position to commit moderate 
amounts of risk capital in mining or oil enterprises 
would be provided with the advantages of nice ecules 
technically qualified specialists at relatively low 
cost per investor in the investment of the money. 

118. Initially,mutual funds in Canada were 


distributed through investment dealers and stock 
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brokers who weremembers of the Investment Dealers' 
Association of Canada and/or Canadian stock exchanges 
whose salesmen are trained and experienced in the 
securities business. Today, however, the majority of 
mutual fund shares are sold by salesmen employed by 
direct selling organizations. 

119. Investor experience in mutual funds 
has beensatisfactory and there is much public con- 
fidence in this form of investment. The attitude has 
been augmented by Government recognition of mutual fund 
shares as an acceptable investment for deposit under 
Registered Retirement Savings Plans of individuals. 

It is essential that the true cdncépe of the mutual 

fund be retained in such investment companies if the 
public is not to be subject to being misled. It may 

be necessary to introduce legislation at appropriate 
levels to insure that securities of investment companies 
were different concepts, regulations and objectives are 
not offered to the public under the guise of mtual 
funds. 

120. Apprehension has been voiced in regard 
to the methods employed by some salesmen in marketing 
of standard dollar "withdrawalplans" as described in 
paragraphs 71 to 75 inclusive of this submission. 

The principle involved in these plans is recognized 

as being a sound and desirable one for those who wish 
to withdraw some capital gradually, possibly to 
Supplement investment and other revenues, persons have 
been persuaded to borrow money from a bank or elsewhere 


in order to purchase a sufficient number of mutual fund 
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shares to start the plan. As will be appreciated, should 
the market decline, such a practice could result in a 
serious loss of capital and financial embarrassment. 
There are other records of persons liquidating life 
insurance policies for a similar purpose, 

121. Some of the literature on "withdrawal 
plans" base their arguments entirely on past 
performance. It should be obligatory to state clearly 
that past performance is not necessarily a guide for 
the future and that such plans which pay out more than 
the income earned give a return on capital to the 
extent that the pay out exceeds net income, It should 
also be stated most distinctly in the sales literature 
that plans which guarantee monthly payments pay out so 
much from income and so much from capital. 

ize. It is appreciated that legislation 
cannot be substituted satisfactorily for education 
and experience coupled with voluntary influence in 
the direction of conduct. Accordingly, the announcement 
of the formation of a Canadian Association of Investment 
Companies would seem to be a most constructive 
development, While it is still in the formative stage, 
it must be said that an organization of a natuen 
Similar to the National Association of Investment 
Companies in the United States may be expected to make 
valuable contributions in the maintenance of high 
standards in the investment company industry as well 
as assisting both its members in the more technical 
aspects of the business and the security Commissions 


of the various provinces in the introduction and 
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administration of Vek&intion pertaining to investment 
companies, 
RECOMMENDATION 
It is recommended to the Commission that 
consideration be given to the following suggestion: 
123. That the Commission satisfy itself 
that there is sufficient protection under existing 
security acts for the adequate safeguard of share- 
holders of both open and closed end investment trusts, 
and if not to make recommendations for any additional 


regulatory legislation it may deem advisable, 
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ee he ae Page 1 


MUTUAL FUNDS: @PERAFING IN CANADA 


1, Canadian Incorporations investing essentially, in Canada 
and owned primarily in Canada, 


A. BALANCED FUNDS 


Investments distributed in varying proportions 
dn common and preferred stocks and corporate and govern- 
ment bonds. 


1960 Net Management 
Name’ Asset Value(z) Fee (y) 
: - millions - ; 

Associate Investors Limited $ 0.7 3/10 of 1%Q 
Canadian Investment Fund 127.5 1/12 of 1%Q 
Champion Mutual Fund of Canada 0.9 1/24 of 1%M 
Commonwealth International Corporation 44,5 1/24 of 1%M 
Corporate Investors 9.7 1/8, .O£ -1%Q 
Federated Growth Fund Ltd. D os 1/8 of 1%Q 
Fonds Collectif "A" "BY" "qa" cy N.R. 
Investors Mutual of Canada 201.0 1/8 of 1%Q 
North American Fund of Canada 6.9 1/8 of 1%Q 
Radisson Fund 0.6 1/2 of 1%A 
Savings and Investment Corp. 

Mutual Fund of Canada 4.6 1/8 of 1%Q 
Timed Investment Fund p Ea 1/8 of 1%Q 


B. COMMON STOCK FUNDS 


Investments concentrated common stocks (85% 
or more) nearly all of which are of Canadian corporations. 


ame 1960 Net Management 
Asset Value(z) Fee ) 
- millions - : 
All-Canadian Compound Fund (x) 1/8 of 1%Q 
All-Canadian Dividend Fund $ 21.4 1/8 of 1%Q 
Dominion Compound Fund ~ 3/4 of 1%A 
Dominion Dividend Fund - 3/4 of 1%A 
Grouped Income Shares Limited 8.4 1/8 of 1%Q 
Investors Growth Fund of Canada Ltd. 46.5 1/8 08. 160 
Mutual Accumulating Fund 26.0 4/19 of 1%A 
Mutual Income Fund (xx) - 4/19 ot 1%A 
United Accumulative Fund Ltd. 4.5 1/24 of 1%M 
106. 
(x) These are recent incorporations. 
(xx) Invests only in the shares of Mutual Accumulating Fund. 
(y) Expressed aS a percentage of net asset value at market. 


(z) At market. | 
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EXHIBIT “A: 
Page 2 


C. SPECIALTY FUNDS 
Mutual Funds that either specialize in certain 


classes of Canadian securities or whose objectives or features 
differ from those of the average balanced mutual fund. 


1960 Net ; Management 
Name Asset Value(z) Fee (y) 
- millions - 
Commonwealth International 
Leverage Fund Ltd. $ 4.8 1/2. of 1%A 
(fund is permitted to borrow money) 
First Oil and Gas Fund Ltd. 5.3 1/8 of 1% 


(invests in Canadian petroleum and 
related industries) 


Growth Oil and Gas 0.2 = 
(invests in Canadian oil and gas industry) 

Mutual Bond Fund 1.6 1/10 of 1%Q 
Supervised Executive Fund Ltd. (1955) - - 
1956 Supervised Executive Fund Ltd. rt i 
1957 Supervised Executive Fund Ltd. - | 7 
1958 Executive Fund of Canada Ltd. ns | < 

$11.9 


The 1955, 1956 & 1957 Funds invest only in shares 
of 1958 Executive Fund which in turn purchases the shares of 
Supervised Income, Supervised Growth and Supervised American 
Fund. Investments of 1958 Executive Fund at the end of 1960 
were $813,061. 


(z) At market. 
(y) Expressed as a percentage of net asset value at market. 


2. Mutual Funds incorporated in Canada and investing principally 
in Canadian stocks but whose shares are distributed largely 
outside of Canada and held chiefly by European investors. 


1960 Net Management 
Name Asset Value(z) Fee  (y) 
- millions - 
Beaubran Corporation $ 13.9 - 
(French, Swiss and Belgian investors) 
Cana Fund Company Limited 20.1 1%A 
(Swiss, Belgian and Dutch investors) 
Dominion Investments Ltd. a Be Ok - 
43.0 


3. Canadian Incorporated Non-Resident Owned Mutual Funds. registered 
under the United States Investment Company Act of 1940. These 
funds pay no dividends and reinvest all income. 


1960 Net Management 
Name Asset Value(z) Fee 
- millions - 
Axe-Templeton Growth Fund 
of Canada Ltd. S$: 5.4 1/g8 of 1X0 
Canada General Fund Ltd. Tve lk 3/32 of 1X) 


‘Canadian International Growth Fund Ltd. iad: 3/32 of 1X0 
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EXHIBIT "A" 
Page 3 
1960 Net Management 
Name Asset Value(z) Fee (y) 
- millions - 
Investors Group Canadian Fund Ltd. $119.9 1/8. of 1%0 
Keystone Fund of Canada Ltd, Loe3 3/4 of 1%A 
Loomis-Sayles Fund of Canada Ltd. 16.5 8/8. GE .1%A 
New York Capital Fund, Ltd, 203/ L/8. Of ee 
Scudder Fund of Canada, Ltd. 49.9 5/24.0£. 1560 
U.B.S8. Fund of Canada Ltd. 3.5 5/32. of 1k 
United Funds Canada Ltd. 1o69 1/2 of 1%A 
833743 


4. Canadian incorporated Mutual Funds held by Canadian investors 
with investments being made in the United States and Europe. 


1960 Net Managene nt 
Name Asset Value (z) Fee _ (y) 

- millions - 
American Growth Fund Limited § 12.4 L/ 2 Of 1KA 
‘Canadian Growth Fund (x) - 3/16 of 1%Q 
European Growth Fund Limited (x) - 3/16 of 1%Q 
Supervised American Fund 0.2 1/360 of 1%D 

$12.6 


(x) These are recent incorporations. 
(y) Expressed as a percentage of net asset value at market. 
(z) At market, 


SUMMARY 
1960 Net 
Asset Value 
Number (At Market) 
- millions - 
1. Canadian Owned Funds 
A. Balanced 12 $ 401.6 
B. Common Stock Funds fj 106.8 
C. Specialty ) 21.9 
So S206 
2. Canadian incorporated - 
foreign owned funds 3 43.0 
3. Canadian NRO Funds registered 
In IUSS. A. 10 CE nee | 
$ 900.6 


4. Canadian owned Funds for foreign 
investment 4 . 12.6 
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ERIS TB 
INCOME TAX ACT 
R.S.C. 1952 c, 148 with amendments 
Sections 69 and 70 
INVESTMENT COMPANIES 

69, (1) The tax payable under this part by a 
corporation for a taxation year when it was an invest- 
ment company is an amount equal to 18 per cent of its 
taxable income for the year, 

(2) In this Act, "investment company" means 
&@ corporation that, in respect of the taxation year in 
respect of which the expression is being applied, 
complied with the following conditions: 
(a) at least 80 per cent of its property 
was, throughout the year, shares, bonds, 
marketable securities or cash. 
(b) not less than 95 per cent of its 
income for the year was derived from 
investments mentioned in paragraph (a) 
*(ba) not less than 85 per cent of its 
gross revenue for the year was from 


sources in Canada. 


** (bb ) not more than 25 per cent of its 
gross revenue for the year was from 
interest, 

(c) At no time in the year did more 

than 10 per cent of its property consist 
of shares, bonds or securities of any 
one corporation or debtor other than 


Her Majesty in right of Canada or of 
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a@ province or a Canadian municipality. 
(d) at no time in the year was the 
number of shareholders of the 
corporation re 50, none of 
whom at any time in the year held 
more than 25 per cent of the shares of 
the capital stock of the corporation, 
and. 
(e) an amount not less than 85 per 
cent of its taxable income plus exempt 
income for the year (other than 
dividends or interests received in 
the form of shares, bonds or other 
securities that have not been sold 
before the end of the taxation year) 
minus 
i, 21 per cent of its taxable income 
for the year and 
ii, taxes paid in the year to other 
governments, was distributed to 
the shareholders before the end 
of the year, 
(f) Repealed, 19555 0. 54, 3.24 (3). 
(g) Repealed .°' 1957, ‘c,. 29; 8.15. 
* NOTE: Applicable to taxation years commencing in 
1961 and subsequent taxation years, except that: 
(a) in the case of a corporation less 
than 85 per cent but not less than 75 
per cent of the gross revenue of which 


for its taxation year commencing in 1960 
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Terente, Ontarie 
was from sources in Canada, the 
expression "85 per cent" in paragraph 
(ba) of subsection (2) of section 69 
as enacted by section 7 of chapter 17 
of the Statutes of 1960 - 61 shall, in 
its application to the taxation years 
of the corporation commencing in 1961 
and 1962 be read as "75 per cent". 
(bo) in the case of a corporation less 
than 75 per cent of the gross pean 
of which for its taxation year commencing 
in 1960 was from sources in Canada, the 
expression "85 per cent" in paragraph 
(ba) of subsection (2) of section 69 
an enacted by section 7 of chapter 17 
of the Statutes of 1960 -- 61 shall, 
in its application to the taxation year 
of the corporation commencing in 1961 
be read as "60 per cent" and in its 
application to the taxation year of the 
corporation commencing in 1962, be read 
as "75 per cent"; 
(c) in the case of a corporation more 
than 25 per cent but not more than 30 
per cent of the gross revenue of which 
for its taxation year commencing in 
1960 was from interest, the expression 
"25 per cent" in paragraph (bb) of 
subsection (2) of section 69 as enacted 


by section 7 of chapter 17 of the Statutes 
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of 1960-61 shall, in its application 
to the taxation years of the corporation 
commencing in 1961 and 1962, be read 
as "30 per cent"; and 
(d) in the case of a corporation more 
than 30 per cent of the gross revenue 
of which for its taxation year commencing 
1960 was from interest, the expression 
"25 per cent" in paragraph (bb) of 
subsection (2) of section 69 as enacted 
by section 7 of chapter 17 of the 
Statutes of 1960 -- 61 shall, in its 
application to the taxation year of 
the corporation commencing in 1961, 
be read as "40 per cent" and in its 
application to the taxation year of 
the corporation commencing in 1962, 
be read as "30 per cent", (1960-61, 
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complied with the following conditions: 
(a) at least 95 per cent of the aggregate 
value of its issued shares and all of 
its bonds, debentures and other funded 
indebtedness were 
i. beneficially owned by non- 
resident persons, 
ii. owned by trustees for the 
benefit of non-resident persons 
or their unborn issue, or 
Lili. owned by a corporation, whether 
incorporated in Canada or aeeret 
at least 95 per cent of the 
aggregate value of the issued 
shares of which and all of the 
bonds, debentures and other 
funded indebtedness of which 
where beneficially owned by non--. 
resident persons or owned by 
trustees for the benefit of non- 
resident persons or their unborn 
issue or by several such 
corporations; 
(bo) its income was derived from 
i. ownership of or trading or 
dealing in bonds, shares, 
debentures, mortgages, hypothecs, 
bills, notes or any interest 


therein, 


drat ot 


tanottibnoo gatwollot sav aviwbeitqmoo ft 


susgsiggs edd to tnso eq GQ Jesal vs (8) 
to [fs bas eersdé beveat edb to epyfsv 
bebaut torito bas astutnedeb  .abnod sé: 
stew sasnbetddebak 
poston ed benrwo yilstottenedy ,t © 
,atoatesq Uasblaex 
edt tot aestauid yd benwo ft 
anoereq dasbiesw-non to ittened 
10 ,Seseeb mtoday ttedt to 
Tedd oclw oktsiog¢os & vd benwo JLbL. 
,otsiweels to sbaasd at betsioqitooat 
edd to daso teq CC taseal ds 
beveel ed? to eulsv stisgergys | 
odd to [f8 bas dotdw to asisede 
t9cdto brs agetinedeb .abnod 
doldw Io aesabstdebat bebav't 
“on yd benwo yilstottened so rerdw 
yd beawo Io eroategq imebtast 
“fon to JiTsred sid tot esotaurd 
atodas riedd to enoaeteq tasbheaer 
‘dopa fstevee vd io syeet 
,enolLIstog tos 
mort beviteb esw smoont edt :(d) 
so goatbsit to Io qidetenwo it 
2o%tsde ,ebnod ab aatissb 
.coeniogyl .asysad ion eseatianane 
Jasteval yas to eston ,eliid 


mteredd 


Nethercut & Young A. 6 O 


Terente, Ontario 
ii, lending money with or 
without security, 

iii, vents, hire of chattels, 
charterparty fees or 
remunerations, annuities, 
royalties, interest or 
dividends, or 

iv. estates or trusts; 

(ba) not more than 10 per cent of its gross 
revenue was derived from rents, hire of 
chattels, charterparty fees or charterparty 
remunerations. 
(c) its principal business was not 

i, the making of loans, or 

ii. trading or dealing in mortgages, 
hypothecs, bills, notes or 
other similar property or any 
interest therein; 

(d) it has, not later than 90 days after the 
commencement of the taxation year, elected 
in prescribed manner to be taxed under this 
section; and 

(e) it has not, before the taxation year, 
revoked in a prescribed manner the elections 
so made by it, 1948, ¢.52, s.63; 1949 


(2nd Sess. ), ¢.258188,.98; 1952, ¢.29, 8.20. 
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nes ae EXHIBIT " 
PAGE; 1 
| AN ANALYSIS OF THE FIRST FIFTEEN COMMON STOCKS HAVING 
BOTH A BID AND ASKED PRICE IN THE MONTREAL STOCK EXCHANGE 
OFFICIAL DAILY NEWS AS OF THE CLOSE OF BUSINESS SHOWING 
THE DIFFERENCE BETWEEN THE TOTAL COST OF SHARES PURCHASED 
AT THE ASKED PRICES, AND THE PROCEEDS WHEN THEY ARE SOLD AT THE BID PRICES 
Asked Bid 
Price Comm- Shares Total Price Comm- Net 
Per Sh, ission Bought Cost Per Sh ission Proceeds 
As_ at May 31» 1960 
; i “3 ‘ 
[tibi $41-1/4 $06.40 240.0 $10,000 $40-3/4 $0.40 $ 9,684 
dia Atl, Sugar 10-1/4 0,25 952.3 10,000 9-3/4 0,20 9,094 
lew Surpass Shoe 19 Use. Bleue 10,000 18 0.30 9,170 
oma Steel 35 Uvsee “tien 10,000 34-3/4 0,35 9,728 
minium Ltd, 32-3/8 0.35 305.5 10,000 32-1/8 0.35 9,707 
lus Corp. 30-1/8 0.45 CPE be 10,000 30 0,35 9,728 
sigs Corp. 25 0,35 394.4 10,000 24-1/2 0,30 9,544 
las Steels 22 0.30 448.4 10,000 20-1/8 0,30 9,058 
ik of Montreal 51 0.40 194,5 10,000 50=1/2 0.40 9,744 
of Nova Scotia 62-3/4 0.45 158.2 10,000 62-1/4 0.45 9,777 
iq.Cdn.Nationale 51 0.40 194.5 10,000 50-1/2 0,40 9,744 
iq. Provinciale 35 0,35 282.8 10,000 33-3/4 0.35 9,446 
hurst P.& P."A" 44 0.40 225.2 10,000 43-1/4 0.40 9,650 
hurst P.& P,"B" 33 0.35 299.8 10,000 32 0.35 9,489 
1 Telephone 4S 0.40 220.2 « 10,000 44-3/4 0.40 9, 766 
$150,000 $143,330 
SUMMARY age ee 
15 Common Stocks 
Total Cost $150,000 
Net Proceeds 143,330 
"Spread" $6,670 
Percentage"’Spread" 4,45% 
As_at April 29, 1960 
tibi $38-1/4 $0.35 259.1 $10,000 $38 $0.35 $ 9,755 
ew Surpass Shoe 19-1/4 0.30 511.5 10,000 18-5/8 0.30 9,373 
oma Steel 33-3/4 0.35 293.25 10,000 33 0.35 9,575 
minium Ltd, 28-3/4 0.35 343.6 10,000 28-5/8 0,35 9,715 
us Corp, 32 0.35 309.1 10,000 28-1/8 0.35 8,585 
estos Corp. 26 0.35 379.5 10,000 24-1/2 0.30 9,184 
as Steels 23-1/2 0.30 420.1 10,000 23 0.30 9,536 
k of Montreal 49-3/4 0.40 199.4 10,000 49=1/4 0.40 9,741 
of Nova Scotia 60 0.45 165.4 10,000 59=3/4 0.40 9,816 
q.Cdn.Nationale 50-1/2 0.40 196.4 10,000 49=-1/2 0.40 9 ,643 
q. Provinciale 36 0.35 275.1 10,000 35 0.35 9,532 
hurst P.G P."A" 45 000 220.2 10,000 44 0.40 9,601 
hurst P,G P."B" 32-1/2 0.35 304.4 10,000 31 0.35 9,330 
1 Telephone 44-5/8 0.40 222.0 10,000 44-1/2 0.40 9,790 
ater Paper 8 G20 zie 10,000 7=1/2 0.20 8,902 
$150,000 $142,079 
SUMMARY 
15 Common Stocks 
Total Cost $150,000 
Net Proceeds 142,079 


"Spread" >. 7,928 
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rca EXHIBIT "C' 
PAGE; Zz 
AN ANALYSIS OF THE FIRST FIFTEEN COMMON STOCKS HAVING 
: BOTH A BID AND ASKED PRICE IN THE MONTREAL STOCK EXCHANGE 
OFFICIAL DAILY NEWS AS OF THE CLOSE OF BUSINESS SHOWING 
THE DIFFERENCE BETWEEN THE TOTAL COST OF SHARES PURCHASED 
AT THE ASKED PRICES, AND THE PROCEEDS WHEN THEY ARE SOLD AT THE BID PRICES 
| Asked Bid 
| Price Comm- Shares Total Price Comm- Net 
Per Sh, ission Bought Cost. Per Sh, ission Proceeds 
As at June 21, 1957 
new Surpass Shoe $ 8 $0.20 1,234.5 $10,000 $ 7-3/4 $0.20 §. 9,520 
uminum Ltd, 44-1/2 0.40 Z2éc7 10,000 44-1/4 0.40 9,765 
gus Corp. 17 0,30 578.0 10,000 16-1/2 0.30 9,364 
bestos Corp, 31+1/2 OF35 313.9 . 10,000 31 0,35 9,621 
las Steels i mae ee 383.1 10,000 25 0,35 9,712 
nk of Montreal 47-3/8 0.40 209.3 10,000 47 0,40 95755 
11 Telephone 40-7/8 0,40 242.2 10,000 40-3/4 0.40 9,773 
zilian Traction 9-3/4 0.20 1,005.0 10,000 9-1/2 0,20 9,347 
A. Oil 53-1/4 0.40 186.3 10,000 52-1/4 0.40 9,660 
Cc. Power S1-1/2 0.40 192.6 10,000 51 0,40 9,746 
ce Telephone 44 0.40 225.2 10,000 43-1/2 0.40 9,706 
uck Mills "A" 7 0.15 £098.90 10,000 6-1/2 Gets 8,881 
uck Mills "B" 2-3/4 0.06 399007 10,000 2 0,06 6,904 
ilding Products 35 0.35 282.8 10,000 33 0.35 9,233 
lolo Gold Dredging 4,00 0,10 2,439.0 10,000 date 0,08 8,951 
| | 7 $150,000 $139,736 
| SUMMARY 
15 Common Stocks 
| Total Cost $150,000 
| Net Proceeds 139,736 
| "Spread" $ 10,264 
| Percentage "Spread" 6, 84% 
| 
As at November 2, 1956 ~ 
itibi $34-5/8 $0.35 285.9 $10,000 $34-1/2 $0.35 $ 9,763 
adia Atl. Sugar 8-5/8 0.20 1,133.2 10,000 8-1/2 0.20 9,406 
goma Steel 111 0.60 89.6 10,000 110 0.60 9,802 
is Ltd. 121 0.60 82.25 10,000 119-3/4 0,60 9,800 
gus Corp. 18-1/2 0,30 531.9 10,000 17-3/4 0,30 9,282 
Bite Corp. 37 0.35 267.75 10,000 35-1/2 0.35 9,411 
las Steels 29-1/2 0.35 335.1 10,000 29-1/4 0.35 9,684 
nk of Montreal 50 0.40 198.5 10,000 49-1/2 0.40 9,746 
eof Nova Scotia 55-1/2 0.40 178.9 10,000 55 0.40 9,768 
nq.Cdn, Nationale 40-1/2 0.40 244.5 10,000 40 0.40 9,682 
11 Telephone 45-7/8 0.40’ 216.1 10,000 45~5/8 0.40 9,773 
azilian Traction 7-1/2 0,20. 1,298.7 10,000 7-3/8 0,15 9,383 
A. Bank Note 3S 0,35 282:9.- §10,000 30 01.35 8,388 
= 011 Co, 46 0.40 215.6 10,000 45-3/4 0.40 Se arar 
C. Forest Prod, 13-1/4 0,25 740.75__10,000 13 0.25 9,445 
$150 ,000 $143,112 


SUMMARY 
1S Common Stocks 


) Total Cost $150,000 
Net Proceeds 143 112: 


"Spread" 5 6 888 


: Percentage "Spread" 4,59% 
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Year 


1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 


1950 
1951 
1952 
L354 
1954 
1955 
1956 
1957 
1958 
4959 


1960 


No. of 
Companies 


Reporting 


68 
68 
68 
68 
68 
73 
74 
80 
87 
91 


98 
103 
110 
110 
pes 
125 
135 
143 
L51 
£55 


161 


(1) At year end. 


Source Material: 
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TISTICAL SUMMARY OF OPEN-END 


UNITED STATES 


INVESTMENT COMPANIES (MUTUAL FUNDS) | 


Total (1) 
Net 
Assets 


($000) 


447,959 
401,611 
468,580 
653,653 
882,191 
1,284,185 
1,311,108 
1,409,165 
4,505,764 
1,973,547 


%. 534, 583 
7,409,089 
3,931,407 
4,146,061 
6,109, 390 
7,837,524 
9,046,431 
8,714,143 


13, 242,388 
15,817,962 


17,025,684 


Share- 
holder (1) 
Accts. 


In Force 


295,056 
294,291 
312,609 
341,435 
421,675 
497,875 
580, 221 
672,543 
722,118 
842,198 


938,651 
1,110,432 
1,359,000 
L, 637°, 230 
1,703,846 
2,005,320 
2,580,049 
3,410,354 
3,630,095 
4,276,077 


4,897,600 


Pat WA 


EXHIBLD, +E; 
Page l 
Shares 

Sold Redeemed 
($000) 

N. A. N. A. 
53,312 45,024 
73,140 25,440 

116,062 oe pe 4 an 
169,228 70,815 
292,359 109,978 
370 7-353 143,612 
' 266,924 88,732 
273,787 A Ae ag fe 
385,526 107,587 
518,811 280,728 
674,610 321,550 
782,902 196,022 
672,005 238,778 
862,817 399,702 

1,207,458 442,550 

1,346,738 432,750 

13390 2557 405,716 

1,619,768 SL, 2O3 

24219962 T5402 1 

2,097, 246 841,815 


National Association of Investment Companies. 
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EXHIBIT" “F" 


ILLUSTRATION OF WITHDRAWAL PLAN 
1950 - 1961 
(discussed in paras, 71-75) 


ELEVEN YEAR (PLUS 10 MONTHS) SUMMARY OF $25,000 
INVESTED IN INVESTORS MUTUAL OF CANADA LTD.* ON MARCH 1, 1950 


AND MONTHLY REDEMPTIONS OF $200.00 COMMENCING 


ONE YEAR AFTER ORIGINAL INVESTMENT 


ALL DIVIDENDS RE-INVESTED 


March 1, 1950 - Original Investment $25,000.00 
(4,672,897 shares @ $5.35) 
Total Dividends Re-invested (11 years, 10 months) 


$14,306.20 
. Total Redemptions 
(130 x $200) (10 years, 10 months) $26,000.00 
December 31, 1961 - Value of Remaining Shares 
(3,371,649 x $13,356) $45,031.74 


* Extract from Company's literature which also carries the 
following statement: 


“WHILE THE FOREGOING FIGURES ARE BASED ON ACTUAL PAST 


PERFORMANCE THEY CANNOT BE CONSTRUED AS AN INDICATION 
OR GUARANTEE OF FUTURE PERFORMANCE". 


SUMMARY OF ACCOUNT AS AT DECEMBER 31 OF EACH YEAR 


March 1, 1950 - Original Investment $25,000.00 
(4,672,897 shares @ $5.35) 
pec, 31, Number of Shares Price per Value 
Share 

1950 4,783.148 5.750 275503". 10 
1951 4,679.923 6.490 30,372.70 
1952 4,506.600 6.431 28,981.94 
1953 4,326.335 6.395 Lh pOOG. OL 
1954 4,159.718 8.379 34,854.28 
1955 4,029,292 9.4710 39,124.43 
1956 3,39142.979 10,432 39,568.04 
1957 3,798,411 8.950 So, 995.79 
1958 2,675,277 LY eae 40,858.05 
195% 2, 868.972 pO Ne a 2 40.040.,30 
1960 3,463.626 11. 366 39,374.50 


1962 3,371.649 i3.356 45,031.74 
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Year 


1933 
1934 
1935 
1936 
1937 
1938 
1939 


1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 


1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 


1960 
1961 


No. Shares 
Issued 


242,004 
503,929 
248,749 
299,170 
507,106 
509, 204 
329,242 


103,021 
114,757 
200, 580 
87,862 
166,135 
49,717 
129,497 
228,705 
411,920 
1,988,451 


1,672,608 
296,070 
295,178 
496,462 
817,645 
704,019 
902,667 

1,285,462 

2,265,651 

1,191,255 


754,820 
554, 841 


No. 


- 56 - 


NIL 
NIL 
86,720 
66, 800 

NIL 
1,000 
95,749 


217,410 
97,790 
18, 982 
27,638 
24,949 

167 , 299 

166,318 
25,192 
32,450 
13,732 


43,533 
90,754 
54,269 
22,821 
340, 036 
65,106 
45,592 
110,736 
58,952 
231,696 


339,441 
919,500 


Shares 
Redeemed 


CANADIAN INVESTMENT FUND, JTD. 


No. Shares 


Outstandin 


242,004 
745,933 
907 , 962 
1,140, 332 
1,647,438 
2,155,642 
4,200,400 


2,274,746 
2,091,713 
2,473,311 
2, 999,939 
2,674,721 
2,557,139 
2320, 318 
2,723,831 
3,013,301 
5,078,020 


6,731,095 
6,942,411 
7,183,320 
7,656,961 
8,134,570 
8,773,483 
9,630,558 
10,805, 284 
13,011, 983 
13,971,542 


14,386,921 
14,022,262 
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EXHIBIT "G" 


Total 


Net Assets 


Vaac7 7s 
2,473,785 
3,593,667 
5,496,068 
5,819,789 
8,990,290 

10,002,339 


7,829, 966 
7,164,996 
8,255,541 
9,370,107 
10,993,437 
12,982,480 
11,862,364 
12,554,079 
14,452,824 
25,318, 567 


39,277,667 
44,561,661 
45,718,056 
45,803,482 
63,843,602 
79,335,996 
86,720,977 
83,821,628 


120,195,297 
126,632,665 


127,466,674 
151,207, 107 


Noto 
Share- 
holders 


N.A. 
N.A. 
N.A. 
N.A. 
3,205 


4,351 
4,772 


4,784 
4,815 
4,952 
5,061 
5,216 
5,126 
5,141 
Pe Roe 
6,325 
10,398 


14,133 
15,059 
16,171 
17,005 
17 , 636 
18, 260 
19,409 
20,706 
23,651 
24,687 


24,786 
23,423 
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EXHIBIT °H" 
a 
INVESTORS MUTUAL OF CANADA LTD. 
Fiscal 
Year Number of 
Ended Shares Shares Shares Share- 
Oct. 31 Issued Redeemed Outstanding holders 
1950 465,957,590 602.720 (465,354,870 1,801 
1951 1,368,639.280 50,579.620 1,783,414.530 6, 086 
1952 1,399,5832380 108,610.560 3,074, 387.350 9,862 
1953 1,644, 376.210 183, 940.280 4,534,823.280 13,358 
1954 1,859, 376.770 389,232 .660 6,004, 967 .390 16, 137 
1955 3,149,463. 260 373,193.260 8,781, 237.390 23', 196 
1956 3,514,894.800 585,529.436 11,710,402.754 32,585 
1957 3,096,183.693 929, 231.217 $3,077 , 395.230 40,168 
1958 2, 361,522.447 1,081, 274.226 15,157,603.451 41,768 
7259 3, 359,443.735 1,192,004.981 17, 325,042.205 44,267 
1960 2,949,714.776 1,344, 969.885 18, 929,787 .096 45,409 
1961 4,059,905.075 1,422,744.234 21,566, 947 .937 51,700 
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FINDINGS OF THE COMMITTEE INVESTIGATING 

THE FINANCING OF SMALL BUSINESSES FOR 

THE INVESTMENT DEALERS' ASSOCIATION'S 

BRIEF TO THE ROYAL COMMISSION 
DEFINITION 

1) The sponsors of a worthwhile project 
requiring financing of $500,000 or more can generally 
make satisfactory arrangements for either a debt or 
equity issue with an established investment dealer, 
For the purposes of this study therefore, a small 
business is defined as one requiring to raise less than 
$500,000 regardless of the size of the business itself, 
Generally speaking a large business will not be looking 
for less than 3500,000 through other than banking or 
regular mortgage channels. 
WAYS OPEN TO A SMALL BUSINESS IN SECURING FINANCING 
Private Placement 

2) Friends and relatives of the entrepreneur 
who may take shares or bonused notes, THis “is the 
common approach for the very small enterprise and for 
the fortunate few having the right contacts, Private 
placements of both debt and equity can sometimes be 
arranged through investment dealers who will place the 
issue with a small group of clients or with one or two 
institutions selected from among the few willing to 
participate in financing of this type, Occasionally 
the members of the dealer firm will themselves 
participate if the issue particularly appeals to them or 
if it is a piece of interim financing before the company 
is ready for public offering. 


3) Unfortunately, the record shows that few 
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companies can qualify for this type of financing. In 
a recent survey made for the purposes of this study, 
47 of the 103 Investment Dealers! Association members 
reporting had offered a total of 217 small business 
issues during the past two years, Of this number 
only 18 were for private placement, 
Industrial Development Bank 
4) This is Canada's best answer to date to the 
problem under study. At the end of its latest fiscal 
year the Bank had 1,364 loans outstanding for a total 
amount of $71,196,000 indicating an average outstanding 
balance of $52,000 per loan. Loans are only granted 
on the security of fixed assets, 
5) In connection with the I.D.B. operations 
the following criticisms were encountered: 
i, Services too slow 
a a Costs, which sometimes include bonus 
shares, may be too high as evidenced 
by the fact that reserves of some $18 
million have been accumulated by the Bank. 
a a Pa Bo The lien on assets is often too tight 
or too wide to permit secondary financing. 
LV The required ratio of equity to the 
proposed loan may be too high. 
AP The small business is often obliged 
to accept fixed obligations when equity 
capital may have been the propre route. 
vi. Repayment requirements are often 
too heavy in the early years. 


The Committee did not consider it incumbent upon it to 
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investigate these criticisms and in general has feit 
that the operations of the I.D.B. were satisfactory. 
Chartered Banks 


6) This should be the first stop for the 
business requiring short term loans for such purposes as 
carrying inventory, accounts receivable, etc. This 
aspect is outside the scope of this study but it should 
pe noted that inexperienced managements sometimes over- 
look this source of funds. Of particular importance 
are the bank loans available under the terms of the Small 
Business Loans Act, Manufacturing, wholesale trade, 
retail trade and service businesses grossing less than 
$250,000 per year may borrow up to $25,000 for certain 
kinds of equipment, fixed assets or improvements to 
fixed assets, The loan may cover up to 80 per cent of 
the cost (90 per cent on improvements to premises ). 

The Government guarantees the lending bank to the extent 
of 10 per cent of Hh ehianuoomemiveriiae of such loans granted 
by it prior to pecenber 31st, 1963, but it is up to the 
bank to set its own standards as to security, credit 
risks, etc. It is probably because of this latter fact 
that loans granted under the terms of this Act have not 
been as numerous as originally expected. 

7) The recent Throne Speech indicated that the 
current session of parliament would be asked to increase 
the size of such loans to $50,000 and extend eligibility 
to businesses with an annual gross revenue of $750,000. 
This move is strongly endorsed by this Committee, 
However, it is felt that an increase in the government 


guarantee to, say, 25 per cent of the aggregate of all 
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such loans granted by a lending bank and an extension 
of the 1963 deadline would widen the effectiveness of 
the Act, 

Public Distribution 

8) A canvass of a representative group of 
lending institutions confirmed their reluctance to 
participate in issues of small businesses. Almost 
without exception they avoid participation in small stoc 
issues and their investments in small bond issues are 
very selective and limited, The investment dealer is 
accustomed to looking to these major pools of money for 
support in larger issues but the underwriter of smaller 
issues must rely on the retail buyer. This greatly 
inereases the cost to the issuing company. 

9) Large investment dealer firms with wide 
distribution power cannot afford to handie small issues. 
However, the records show that if the issue has 
sufficient merit it is probable that an investment 
dealer can be found to take it on. As previously 
mentioned 47 I.D.A. members reported handling 217 such 
issues in the last two years. $200,000 appears to be 
the lower limit of practicability for public distribution 
although smaller issues are occasionally offered. 

Below this figure the costs are out of proportion and 
one or more of the major small business problems 
generally apply. These are 

An lack of management experience 

ii. lack of management depth 

4ii. inability to withstand a recession. 


iv. lack of marketability for the 
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publicly held security, 

v,. reluctance to accept partners on 

equal or near equal basis 

vi. insufficient amount at risk by the 

owner or promoter, 

10. The question of marketability is most 
difficult and is the objection most frequently cited by 
institutions and private investors alike, It strikes 
hardest against equity issues for obvious reasons and 
applies even in the case of successful operations, 

Other Sources of Funds 

11. There exist a few public and private 
organizations willing to supply funds under certain 
conditions. Certain Municipal Industrial Commissions 
make funds available to small as well as large businesses 
by way of grants of land, commutation of taxes, etc. 
In Nova Scotia, the provincial government corporation, 
Industrial Estates Limited, will assist in financing 
the acquisition of land and buildings. Its existence 
has proved helpful on many occasions and has undoubtedly 
benefited the province. However, it does nothing to 
solve the equity problem. Certain private corporations 
are prepared to help with equity but they are ultra 
selective and they have only limited funds. It is felt 
that in general they are inclined to end up with too 
large a share of the common stock, Moreover such 
organizations are often unknown to the small management 
seeking financing. The factoring and acceptance 


companies are not a source of long term money. 


- l= dimit® oto 


sUsttrveee bled ylotiduq ~~) PAS 
fo evendisq tqeoos of sonstonlox Ob. wek 
atesd [supe seen to Isups .% oA Bie 
sdv yd Hela vs dnvoms Jnololttwent . fv 


',xedomoe%d Yo weaWwo 


teom ek ytiltdstonram to nokdeoup: sat .OL 
| yd betbo ylineupert Jveom notJootdo odd ef baw ILlyoLTTED 
eovtusa vl .entis etotasvnat stsving' bas) enotiutdivant 
| Has aroasst evotvdo tol asyeet yiiups Jventsgs tvasbirsed 
Janoiisreqo Inuteasoove to seso ont nt neve eotiqqs 
| ee ee ee ee 

| stevinrg boas otiduq wet 6 tveixe sredT . ff 
| aisd1es tebay abaut yiqque ot antiftw enoltissitnss to 
anoteatmmod. Leinverbal LsqiotauM mtsdre0 .anottitbaoo 
laseeontend egist es [few 28 [femme ov eldsitsvs abavt saem 
078 ',eoxsd to aoltstummoo |. basl to evastg to yaw vd 
coltisiogioon Unemarevog Istontvotq old. .Bikiooe. sve al 
gatonsatt at dvateas ([Iliw .betinid astisted Letueaugbal 
sonmsvatxes etl. .agaibiiud bas bast to noltitetyupos end 
| yibsddyvobau esr bab enokesooo Yasm tio In‘iqlend bevong esd 
| od gnidvon as0b JE. . 18evewoH “Sdoitvotg eft bedi tened 
| etiotistogtos stsvirg aistxed’°.mweldorg yttups end evloe 
| sitiv sis yodd vid yitups Av’iw qiled ot bexrsqsiq 918 
Jfiest et Jl \Vabauvt betimth yino eved edt bas evitoolsae 
oot Atiw qu bre of bentLont ers yedd Isreneg’ at dads 
flove xSVoStIoM ,Hootve nommo's oft To Sisde s og ret 
Jaomegsasa [Leme odd od nwomlins nevto sis anotissiassto 


sonsdiqsoos bas gatiotest saT  igntonsntt yatvese | 


-YStiom mxst gaol to sotuoe 8 tom 81s eotasqmoo 


Nethercut & Young A : 656 
Terente, Ontario -L- 


METHODS IN BRITAIN AND THE U.S. 

12. The Industrial and Commercial Finance 
Corporation was set up in 1946 by the Bank of England, 
the London clearing banks and the Scottish banks, to 
provide credit for industrial and commercial businesses 
or enterprises in Great Britain, particularly in cases 
where the existing facilities provided by banking 
institutions and underwriters and stock exchanges were 
not readily or easily available. This Corporation, as 
in the case of the small business investment companies, 
was thus intended to supplement but not supersede the 
activities of other lenders and other financial 
institutions, The Industrial and Commercial Finance 
Corporation considers that requirements of credit for 
small sums (under b 5,000) can be made by the banks 
and that larger capital requirements (over b 200,000) 
can be satisfied by the new issue market and other 
credit institutions and the Corporation is precluded 
from taking up either the whole or part of any loan of 
more than b200,000. The Corporation's nominal capital 
was fixed at b15,000,000 and all the shares are to be 
held by the banks which set up the Corporation which, 
in addition, may borrow from the shareholding banks up 
to twice the amount of its capital. It is not permitted 
to raise money from any other source than from the 
shareholding banks. It would seem that the shareholding 
banks in Great Britain now agree that the Industrial 
and Commercial Finance Corporation has earned itself a 
permanent place in the monetary system. 


13. In the United States the Small Business 
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Administration, set up by the United States Congress in 
1958, has contributed in a very major fashion in 
providing funds for small business ventures. Congress, 
after completion of a study by the Federal Reserve 
which established that long term funds were not easily 
available, passed a law authorizing the Small Business 
Administration to license, supervise and, in certain 
cases, help finance small business investment companies 
which would serve as sources of equity capital and long 
term loans to small business. While there have always 
been individuals and businesses ready to invest in 
promising situations, the Small Business Administration 
served to institutionalize the procurement of venture 
capital for small business and make the rules for 

such procurement open for public scrutiny, very much as 
investment dealers and major stock exchanges have done 
for bigger business both here and in the United States, 
The success of the program established in the Small 
Business Administration is indicated by the fact that 
there are in existence some 425 small business investment 
companies with capital availabie for investment in small 
business amounting to $500,000,000, In addition to 
that sum, these small business investment companies may 
borrow from the S.B.A. 50 per cent of that figure 
(subject to a limit of $4,000,000 each). This greatly 
increases their available funds and they may still 
borrow from outside sources. It might be noted that 
amongst the principal stock holders of many of these 
small business investment companies are more than 125 


American banks, including some of the largest in the 
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country. Small business investment companies also 
enjoy favourable tax advantages commensurate with the 
development work which they are carrying on. 

14, The vast majority of these companies have 
been successful but some have not, However, sufficient 
experience has been gained to indicate the weaknesses 
of the system and this committee feels that a study of 
the S.B.A. with a view to adapting it to Canadian 
requirements is warranted, 

CONCLUSIONS AND RECOMMENDATIONS 

15. (Ia) If a small business has merit and 
mortgageable assets a perservering and informed 
management can probably arrange dor debt financing 
through direct mortgage to a lending institutions, the 
“Tidustr tat Development Bank, the Small Business Loans 
Act or, if not too small, public and occasionally 
private Placement through an investment dealer. 

(Ib) All of these facilities tend to drive 
companies into borrowing when permanent equity capital 
may be the proper route for them. 

(II) The largest pools of money, the banks and 
insurance companies, are of littie help in long term 
financing for small businesses even those having 
mortgageable assets and a long earnings record. 

(III) The majority of investment dealers can 
do little for the business requiring less than $200,000 
and only certain firms will handle anything under 
$500, 000. Lack of marketability makes public equity 
financing particularly difficult. 


(Iv) The low corporation tax rate applicable 
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to the first $35,000 of earnings is particularly 
helpful to small businesses as it enables them to 
generate more funds internally and also makes them more 
attractive to potential investors, 

(v) The operations of the Small Business 
Administration in the Upited States are worthy of careful 
study and consideration should be given to establishing 
Similar legislation here which would result in small 
business investment companies having similar government 
support, 

(VI) Consideration should be given to 
encouraging the participation of insurance companies, 
mutual funds and possibly the banks in equity investments 
in small business investment companies. These large lend- 
ing investment institutions control tremendous funds 
practically none of which are at present available either 
for risk capital or for small business equity 
investment. If, for example, the life insurance companiess 
were to apply for an amount equal to 1/4 of 1 per cent 
of their portfolios to such investments, the proposed 
small business investment companies would have some $20 
million of equity capital for their initial operations. 

Representatives of certain I.D.A. member 
firms, with whom this committee consulted, did not 
agree that these aims-should be achieved by legislation. 
The committee believes that better results could be 
obtained through encouraging these institutions to 
attack this problem voluntarily using the methods best 
suited to their individual circumstances and 
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(VII) To encourage public participation in 
the proposed small business investment companies special 
tax advantages should be considered, One such could be 
an increase in the present income tax credit from 20 per 
cent to 30 per cent for dividends from small business 
investment companies! shares, 

(VIII) Many small entrepreneurs are reluctant 
to give up much equity. Consideration could be given 
by appropriate government authority to allow a tax 
credit, similar to that now made on dividends of 
Canadian companies, to corporate lenders who may loan 
money to small businesses or to individual lenders 


except when they are the owner of the business. 
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Exhibit 4 - Non-Resident Transactions In A.679 
Canadian Securities (1956-61) and A,680 


Exhibit 5 - Quotations on Canadian Provincial 
and Municipal Securities in 
Canada and the U.S. (March 12, A.68 
.051 
1961). 
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Introduction 

hy The following brief outlines the role 
of non-resident investment in Canada, with particular 
emphasis on fixed monetary claims represented by 
debt, The factors which determine the composition 
and extent of purchases of debt securities by non- 
residents are outlined below: 

General 

2; Periods of great economic expansion in 
Canada have, in the past, brought foreign capital to 
this country. The most recent period of expansion, 
namely between 1946 ~- 1960, is the one we are particularl 
interested in, and is by far the greatest. Gross national 
product rose from $11,850,000,000 in 1946 to 
$34,857,000,000 in 1959. Foreign long term investment 
in Canada rose from $7.1 billion in 1945 to $20.6 
biliion in71959. 

3% While in earlier periods of expansion, 
capital came mostly from England and France, the United 
States has recently been by far the largest supplier 
of capital, In 1959 the total value of United States 


investments in Canada was divided as follows: 


Direct Investment $ 9,850 million 
Government and Municipal 2,767 million 
Ohter Portfolio 2,238 million 
Miscellaneous 870 million 


$15,725 million 
This compares with the total of 
$20.6 billion from all countries. 


4, The growth of gross national product, 
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gross capital formation and the extent to which this 
was financed from domestic and foreign resources is 
shown in Exhibit 1, appended hereto, 

5% From 1946 to 1949 Canada raised at home 
sufficient capital to finance its gross capital form- 
ation and, in fact, was a net exporter of capital. In 
the subsequent years, foreign capital was imported in 
extremely large amounts and in 1959 over 29 per cent 
of the gross capital formation was financed by the use 
of foreign resources. In 1960 and 1961 this capital 
inflow was substantially reduced. 

6, Foreign capital has come to Canada in 
two main forms: 

(a) Direct Investment 

(bo) Security or Portfolio Investment 
Direct Investment 

7. Direct investment involves the establish- 
ment of branch manufacturing plants by foreign companies, 
foreign purchase of established beastie ities direct 
foreign development of natural resources and eonstruction 
of buildings of all kinds, etc. This particular kind 
of investment is almost entirely outside the field of 
the investment dealer but the amount of new capital 
invested in Canada in this way accounts for approximatel 
two-thirds of all foreign investments. In many instances 
this capital has been accompanied by new techniques 
and has, consequently, developed resources in Canada 
that otherwise would never have been developed. 

8. At the same time, direct foreign control 


has caused problems for Canada, particularly in the area 
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of secondary manufacturing. 

9. Canadian commercial policy has historicall 
manifested itself in tariffs designed to provide a 
measure of protection for secondary manufacturing, 

This protection has encouraged United States companies 
to "jump" Canadian tariff walls and establish branch 
plant operations in Canada. In recent years, Canadian 
manufacturing has suffered from a large number of small 
firms operating in a limited market, resulting in excess 
capacity and high unit costs, 

10. Exhibit 2 shows the amount of direct 
investment each year from 1946 to 1961. 

Security or Portfolio Investments 

11. The extent of sales of Canadian securities 
to non-residents is shown in Exhibit 2, and Exhibit 4. 

12. The flow of capital to Canada through 
security or portfolio investments did not just happen. 
The investment dealer, with his knowledge of the huge 
demand for capital went out to foreign countries and 
sold investment opportunities in Canada to foreigners. 
Branches were established in foreign countries, mainly 
New York City and London, England and dealers directly 
contacted foreign institutional accounts. The investment 
dealer was so successful in selling Canada that Canadian 
portfolio securities became an established medium of 
investment, 

13. The extent to which Canada benefited from 
this inflow of capital can be visualized to some degree 
by reviewing some of the major projects that were, at 


least partly, made possible by these funds: 
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(a). the construction of all the 

large pipelines, including gathering 

systems, to transport oil and gas 

from the mid-western fields to the 

eastern and Pacific markets, 

(b) the development of iron mines 

in Quebec and Labrador and the construction 

of railroads into these areas, 

(c) the Kitimat development of the 

Aluminum Co. of Canada, | 

(ad) the huge hydro ahakec He in most of 

the Provinces, but particularly those 

in Ontario and Quebec, 

(e) construction of schools, hospitals, 

roads and subways by the major cities 

in Canada. 

14. The investment dealers performed an 
important function in financing these developments 
by selling securities to non-residents when this 
capital was required. 

15. External sales of new issues by 
Provincial, Municipal and Corporate debt securities in 
the period 1956 - 1960 amounted to $2,861,000, 000. 
Type of Security Sold in the United States 

16, There are three main types of securities 
sold in the United States: 

(a) United States payment bonds and 
debentures of Provinces, Municipalities 
and Corporations, 


(b) Canadian payment bonds and debentures, 
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(c) Stocks, 
United States Payment Bonds and Debentures. 

Ny The type of security sold in the United 
States that produced the main source of capital funds 
was United States payment debt securities created for 
that market. Between 1954 and 1959 United States 
investors increased their holdings of Canadian debt 
securities, payable externally, by $1,469,000,000 as 
co pared to $301 million in securities payable in 
Canadian funds only. In addition to being payable in 
the United States these securities were free from all 
Canadian taxes. In most instances they were made legal 
for investment of insurance companies and other 
institutions, were rated by the various statistical 
services and were issued for a term and with callable 
features attractive to the market, The yield return 
was also favourable in relation to comparable securities 
issued in the foreign market, 
Canada Payment Securities 

18. These securities were issued mainly for 
the Canadian market but were purchased by non-residents 
when the Canadian market and the exchange rate made the 
yield return particularly attractive. Canadian payment 
bonds and debentures are not nearly as acceptable in 
the United States as securities payable in that 
country. Many institutions are unable to buy them under 
the laws of the various states and in addition, the 
buyer is required to take an exchange risk which he 
would ordinarily avoid. 


19. Canadian Government and Guaranteed bonds 
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of Ganada were, until 1960 the only internal bonds 
free from Canadian withholding taxes and these 
securities were at times purchased extensively by non- 
residents. 
Stocks 

20. Although the sales of stocks to foreign 
countries are included in our tables as part of the 
trade with non-residents, Appendix J deals with this 
subject. 
Main Purchasers of Securities in the United States 

21. The main purchasers of Canadian debt 
securities in recent years are: 

Life Insurance Companies 

Pension Funds - both government and industrial 

Savings Banks 

Trust Departments of Banks 

Charitable and Educational Funds 

22, All non-resident insurance companies that 
write insurance in Canada are required to maintain in 
Canada a deposit of securities equal to their liabilities 
in Canada. Investment dealers, in many cases, sell 
securities to these companies for this purpose by direct 
calls to the Head Office of the company in me United 
States, The volume of securities sold for this purpose 
is FUSCORYIAT but in practically all instances, the 
actual money invested is generated by these companies 
in Canada and is part of the total savings of Canadians 


and does not affect our balance of payments position. 
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Comments on the Importance of Certain Factors on the 
Trade in Canadian Securities with Foreigners 


Exchange Rates 

23, The yearly high and low value of the 
United States dollar in Canada between 1951 and 1961 
is shown in Exhibit 3. 

24, The greatest flow of capital to Canada 
took place when the Canadian dollar was at a substantial 
premium, This would appear to indicate that the exchange 
value of the Canadian dollar was mainly the result 
rather than the cause of the capital flow. 

25. In 1950 and early 1951 the United 
States dollar was at a fixed premium of approximately 
10 per cent, At that time there was a good deal of 
speculation cua the Canadian dollar would advance 
in price and foreigners bought large quantities of 
Canadian securities. The change to a free rate in 1951 
was definitely influenced by the capital movement. 

26. In June 1961, the Government pare ncaa 
its intention of taking action to move the value of 
the Canadian dollar to its "appropriate" level, The 
value of the Canadian dollar immediately started to 
decline and recently has fluctuated between a 3 - 5 
per cent discount. 

Relative Yields 

27, In the attached Exhibit 3, we show the 
spread in yield which exists between a particular 
Canadian Government security in Canada and a 
comparable United States Government security in the 


United States, Yields on Canadian long term Government 
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bonds have always been higher than comparable United 
States issues from 1950 onward. As a result, Canadian 
issuers were able to sell securities payable in United 
States funds in the United states at yield rates which 
appeared to be more attractive than comparable rates in 
Canada. In fact, this condition exists today but mainly 
pecause of Government persuasion, Canadian issuers are 
confining their offerings to the Canadian market. (See 
Exhibit 5). 

28. It is interesting to note as well that 
since 1950, the year 1955 was the only year in which 
Canada actually repatriated more of its securities 
abroad than it sold abroad and this was the year in whic 
the spread in yield in favour of Canadian securities 
got to a relatively low level. 

29, It should also be pointed out that yields 
on debt securities were probably lower in Canada 
petween 1950 and 1959 than they would have ordinarily 
been because of the large volume of security sales in 
the United States, 

Legislation and Tax Factors 
Legisiation in the Foreign Country 

30,°. It’ as) only. in recent years that various 
states in the United States have made certain Canadian 
securities legal for the investment of insurance 
companies, banks and other funds. The ability to 
sell large quantities of securities in the United 
States depends on the extent to which they are legal 


for such institutions. 
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Legislation in Canada 

31. In the period from 1951 to 1959 Canadian 
Jaws favoured foreign investors. External payment 
Canadian bonds and Ganadian Government internal bonds 
were free of all Canadian withholding taxes. 

32. In late 1960 and subsequently, certain 
actions were taken pertaining to Government policy that 
curtailed foreign sales of securities. 

33. These included: 

(a) The suggestion by inference in the 

budget speech of December 1960 that 

Canadian borrowers finance their 

requirements in Canada, 

(b) The exemption from Canadian with- 

holding taxes was withdrawn from external 

payment and Canadian government internal 

ponds, issued after December, 1960, 

(c) The Government policy to reduce the- 

foreign exchange value of the canataan 

dollar. 

34, Some other events that caused uneasiness 
amongst foreign investors and indirectly reduced sales 
were: 

(a) Federal Budgetary deficits, 


(c ) Controversy over the Governor of 
the Bank of Canada, 


(c) The manner in which the British 
Columbia Electric Company was 
acquired by the Province of 
British Columbia. 

35. The Government suggestion that Canadian 


borrowers finance their requirements in Canada was 
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particularly effective in reducing sales pecause since 
that time there have been practically no new issues of 
foreign payment bonds sold by the Provinces of 
Municipalities. 

36.°'The imposition of the withholding tax 
on external payment bonds could be having, and will have, 
a great effect. on the volume of sales to non-residents. 
Among the largest buyers by volume of the highest grade 
external payment bonds in the past have been government 
and industrial pension funds, savings barks and fraternal 
organizations. These institutions pay Little or no tax 
in their own country but they are not exempt from the 
Canadian withholding tax, The burden of this with- 
Holding tax would reduce substantially the yield return 
on new issues of Canadian securities and, as a peusazachok: 
these institutions are no longer buyers of Canadian 
securities that are subject to this tax, 

37, It is probably too early for statistics 
to show the long term effect that these factors will 
have on foreign investment but net sales of securities 
were substantially reduced in 1960 and 1961. In 
addition, there was a marked change in the category 
of investment, Foreign direct investment in Canada 
produced substantially more capital than net sales of 
securities. In the period 1956 to 1959 the opposite 
was the case. 

Conclusion 

38. In the years of great expansion in Canada 

when the savings of the country were insufficient to 


provide the necessary capital and Canadian industry 
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the capital goods, the investment industry went outside 
the country and sold securities to foreigners. It 
was shown that Canada had a good climate for foreign 
investment because of the character of the people, the 
gsouna Government policies and generally favourable 
economic conditions which indicated substantial growth. 

39, As a result, foreign legislative bodies 
approved of and institutions accepted Canadian securitie 
that were designed for the various markets and indicated 
their willingness to buy on 4 continuing basis. There 
4s no doubt that the funds provided, increased the 
standard of living and wealth and the continuance 
of a flow of funds to Canada for productive purposes 
would undoubtedly ereate more wealth. 

ho, In the last two years at least, partly 
because of government legislation and action, thenet 
inflow of foreign capital has been reduced. Neverthe - 

\ 

less, the post-war trend of an increase in the relative 
importance of equity as against debt, reflecting the 
increase of direct investment has been intensified, 
carrying with it greater foreign ownership and control 
of Canadian business. 

Mi. We are in accord with the policy that 
Canada should use its domestic resources to finance 
capital formation by using its own plant and labour to 
the utmost, providing at the same time, the standard 
of living of the population is being increased to the 
greatest extent possible. 

ho. As long as Canada continues to have a 


deficit of international payments on current account, 
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funds must be provided from foreign sources. 
Recommendations 

43, Financial policy in Canada should be 
directed towards the following: 

To the extent that it is 

necessary or desirable to import 

capital from foreign countries, 

Government policy should be such 

that it favours the purchase by 

foreigners of debt securities rather 

than equity investments of all kinds. 

hh, «If effectively pursued, such policies 
wouid contribute to an increasing Canadian participation 
in our economic development and to 4@ growing ownership 


of this nation's industry and resources. 
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Exhibit 1 
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GROSS NATIONAL PRODUCT 


USE OF DOMESTIC AND FOREIGN RESOURCES 


GROSS CAPITAL FORMATION IN CANADA 
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(Dollar amounts expressed in billions) 
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Sources - Dominion Bureau of Statistics: 67-201 


Population Census of Canada 
as at June lst 
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Bxhibit 2 


SRLECTBD NON-RESIDENT CAPITAL TRANSACTIONS 
and 
CURRENT ACCOUNT BALANCSS FOR CANADA 


1946 - 1961 
Net Increase 
Canadian in 
Current Account Foreign Net Foreign Holdings 
Balance of Direct New Issues of Canadian 
International Investment of Canadian Portfolio As % of Net 
Year Payments (1) in Canada Securities Securities New Issucs_ 


Re ee ee es ee ee OD er ED Re eS SES, 


(millions of dollars) 


1946 + 363 40 28 - 127 -- 
1947 ROM 61 oi, yee = 
1948 + 451 K 71 168 39 292 
1949 + 177 94 64, Bk = 
1950 334 222 383 . 2255 65.7 
1951 ey, 309 157 265 168 .8 
1952 + 164 346 976 133 13.6 
1953 $1443 1,26 983 158 16.1 
1954, eae 392 972 191 197 
1955 - 698 a7 1849 rae -- 
1956 - 1366 583 1588 725 45.7 
1957 ~ 1455 51h 2279 757 4542 
1958 - 1131 420 3048 607 19.9 
1959 - 1504 550 2281 650 28..5 
1960 - 1217 p 645 p 1964 246 12.5 
1961 - 989 p 420 p 303 


Notes: (1) + indicates surplus 
- indicates deficit 


(2) See Exhibit 4 fordetailed account of transactions for 
years 1956 to 1961. 
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Sources: Dominion Bureau of Statistics 67-201 
Bank of Canada Statistical Summary 
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Year 


1956 


1958 


1259 
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NON-R®&SIDENT TRANSACTIONS IN CANADIAN S"CURITI™S 


Category (1) 


Gove rnment 
Provincial 
Municipal 
Corporate 
Total Bonds 
Stocks 


Total Securities 
Gove rnment 
Provincial 
Municipal 
Corporate 

Total Bonds 
Stocks 


Total Securities 


Government 
Provincial 
Municipal 
Corporate 
Total Bonds 
Stocks 


Total Securities 
Government 
Provincial 
Municipal 
Corporate 

Total Bonds 
Stocks 

Total Securities 
Government 
Provincial 
Municipal 
Corporate 


Total Bonds 


Stocks 


Total Securities | 


1956 - 1961 
Net 
Transactions in Sales of 
Outstanding New Issues to 
Securities Non-Residents 
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- 13 - 
Exhibit 4 - continued 
Net 
i Transactions in Sales of Retirements of Net Capital 
Outstanding New Issues to Foreign-Held Inflow from 
Year Category (1) Securities Non-Residents Securities Transaction 


- 


1961 Government 75 37 47 65 
Provincial - 8 53 23 22 
Municipal 3 36 40 - 1 
Corporate peal 339 129 194 
Total Bonds 63 4,56 239 280 
Stocks 40 _36 _53 _23 
Total Securities 103 492 | 292 303 


Notes: (1) Bonds and Debentures include direct and guaranteed issues in 
each category 


Source: Dominion Bureau of Statistics 67-201 and 67-002 
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The Taxation Portion of the Brief 
submitted by The Investment Dealers' 
Association of Canada 


Introduction 


Le In a complex and industralized economy 
such as we have .in.Canada, taxes are recognized as a 
major factor and instrument of economic policy. To 


indicate the importance of taxes, government revenue 


at all levels for 1960 represented approximately 28.7 pe 


eent.of Canada's gross national product, and of this, 
taxes provided about 82 per cent (See Exhibit A). 

2h Government taxing and spending now 
occupies a4 prominent position on the economic landscape 
for a variety of reasons, and. expenditures by 
governments at all levels have increased very greatly 
compared to the.pre worid War II era, most of. such 
increase having taken place during a period of un- 
precedented, economic PEE DY Such spending, perhaps 
some of which has been made tas reasons hinging more on 
political expendiency than on actual need, has had to 
pe financed by increased revenues, To be more specific, 
in 1939. government revenue at all leveis represented 
approximately 20 per cent of Canada's gross national 
product in such year, compared to the present level of 
about 29 per cent. On. a percentage basis this is an 
increase of moarde ae per cent. Furthermore, this 
percentage increase relates to a very greatly increased 
gross national product. On a dollar basis the increase 
is very much greater, the total revenue for 1939 by 
governments at all levels being approximately 


$1,110,000,000, compared to the figure for 1960 of 
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$10,306,000, 000. In other words, on a dollar basis, the 
present requirement by governments at-all lévels- is 
nearly ten times that of 1939. Expressed on a weg 
capita basis, total revenue for 1939 by government 
at all levels averaged approximately $95 per person for 
the population in such year, but by 1960 this had risen 
to a figure of $560 per person; an increase of nearly 
500 per cent. In all years studied, taxes provided in 
excess of 80 per cent of government revenue (See Exhibit 
A). Only by a reduction in government spending can 
taxes, the principal source of government revenue, be 
realistically and permanently reduced. 

oe It is against this background of increased 
government spending and the present means of financing 
this spending, relying as it does largely upon: our 
taxation structure, that we believe the tax policies 
currently existing in Canada must be critically examined. 

4, The growth of an economy depends on an 
increasing demand for goods produced and services 
rendered, The willingness of consumers, businesses and 
governments to spend money for goods and services, leads 
to utilization of capacity or expansion of such capacity. 
Conversely,lack of spending leads, not only to reduced 
utilization of capacity, but to unemployment of 
individuals. This in turn fosters the trend eeeieds 
state socialism, requiring greater expenditure by 
government for purposes that may tend to be unproductive. 

5 To adjust for the fluctuations caused by 
either over-utilization or under-utilization of capacity, 


present day economic thinking seems to have accepted the 
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principle that governments, either directly or through 
controlled indirect operations (such as a Central Bank) 
should endeavour to alleviate such fluctuations, In an 
attempt: to mildly suppress the economy during boom 
period, spending is discouraged by government, and to 
strengthen the economy during recession periods, spendin 
is encouraged. We consider it desirable that 
governments, with moderation, use periods of economic 
expansion to reduce debt and generally strengthen the 
economic framework ef the country in preparation for 
periods of recession, when deficit and debt financing 
may become necessary. 

6, Today, the heavy tax "load", and the 
method of application of such taxes, is having a profoun 
effect on our economy, and the appeal being heard from 
many sources (see Exhibit B) for a thorough examination 
of Canada's taxation system is most appropriate. It 
is particularly so in-relation to the problem of using 
fiscal policy as an aid in regulating the severity of 
business cycles. It is even possible that, of the 
various alternatives open to government to raise money 
now required for public spending, a tax levied upon 
income, as opposed to other means of producing revenue, 
may be a less than satisfactory method and in many 
respects may be undesirable. 

Basic Principles and Areas for Examination 

Pee Without restricting the area of study of 
our taxation system, we wish to express an opinion on 
some of the basic principles that need to be examined 


in any major tax study. These basic principles and the 
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areas in need cf study are as follows: 
i. A general simplification of the 
total taxation system which would 
result in a greater understanding 
of its operation along with increased 
ease ofiecolliection: 
ii, A more equitable distribution of 
the tax loéd than is currently the case, 
iii. Increasing use of indirect taxation 
in order to broaden the tax base, 
LW. rasa use of the incentive approach 
in order to direct economic activity 
and individual énddavdour ; and to funnel 
savings into revenue and employment 
producing activities, 
Vo An examination and study of the 
taxation systems and practices of certain 
other countries that are experiencing 
problems similar to those currently 
being experienced in Canada in order 
to see how such problems have been met 
by other countries. 
vi. A detailed study of the problems 
currently relating to various types 
of corporate surplus. 
vii. The effects of double taxation, 
particularly as it relates to corporate 
dividends. 
viii. The effect ‘of the ‘current ‘tax 


structure on the types of financing 
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being carried out by Canadian corporations. 

ix. Examination of the division between 

capital gains and income in order to 

define and differentiate more clearly 

between the two, 

x, The ability of a taxpayer to obtain 

a tax ruling prior to a transaction, 

as is possible in other countries, 

xi, The elimination of the current tax 

disadvantages to Canadian individuals 

in the development of oil and other 

natural resources as compared to the 

position of individuals in the United 

States operating in Canada, 

ELS 3 Finally, it is important that a 

tax system be evolved to encourage, 

as much as possible, the orderly 

development and expansion of the Raasean 

economy for the benefit of all Canadians. 
Taxation Studies Currently in Progress 

Se We fully appreciate the long and arduous 
task involved in any major study of the existing 
Canadian tax structure and for this reason we believe 
that those undertaking any such study should avail 
themselves of prior studies on taxation in Canada. 

9. At the present time Queen's University, 
Kingston, sponsored by the Canadian Tax Foundation, is 
in the process of carrying out a study of the level and 
structure of taxation in Canada, emphasizing the effects 


of changes in taxation on the economic growth of Canada. 
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This study is to be completed not later than September 
30, 1964, 

10, The scope of the Queen's University study 
is extremely broad and encompasses many, although by no 
means all, of the areas that we believe should be 
examined, and we suggest that the results of this 
particular study on taxation should be carefully 
considered, 


The Need for a Comprehensive Study of the Canadian 
Tax Structure 


“11. it is our opinion that a complete 
investigation of the working of the Canadian tax 
structure today is essential in order to provide the 
proper emphasis on the direction in which the Canadian 
economy should be moving in a world environment which is 
now so different to that which existed prior to World 
Mar i235 10 indicate this change, at the present time 
approximately 56 per cent of Canadian exports (by 
dollar volume) are now being made to the United States 
as compared to only about 33 per cent prior to World War 
II. Im this same period exports to Great Britain 
declined to approximately 17 per cent from over 40 per 
cent of the total (see Exhibit C). These fundamental 
and basic changes would in themselves, we believe, 
warrant a detailed investigation of the present Canadian 
tax system. 

12. In addition, recognition of the trend 
towards the formation of large economic blocks is of 
equal importance in judging the suitability of Canada's 


present tax structure. The United States represents one 
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of these major blocks and, as a result of its proximity, 
its influence has been one of the major factors affect- 
ing the direction in which the Canadian economy has tend 
ed to move over the years, This influence may not 

be in the best long term interests of Canada, More 
recently the formation of the European Common Market 
represents the creation of another major block and, 
within a short period of time, the consolidation and 
forward momentum of this block may well affect Canada's 
exports to the countries forming this block. 

13. In view of the above changes that have 
taken place and the possibility of greater changes in 
the near future, and as the present Canadian tax 
structure was formulated under conditions very different 
to those existing today, we respectfully submit that a 
thorough review of the Canadian tax structure is long 
overdue and is essential for continued Canadian 
prcsperity. 

General Comments and Factors Meriting Examination 
Simplification of the Tax System 

14, In our discussions with various tax 
authorities we have encountered the apparently general 
opinion that the Canadian tax structure, as it now 
stands, does not compare too unfavourably with the 
tax structures of other major industrialized countries 
with regard to simplicity and fairness to the individual. 
Nevertheless, in view of Canada's position in the world 
today, such a fact we believe does not state the case 
adequately and, in our opinion, taxes in Canada are 


high and not always easy to determine. 
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The present patchwork of our tax laws is complicated 
and results in too much effort being utilized in tax 
avoidance. In connection with income, the thin line 
petween ordinary income and capital gains is often the 
subject of confusion and dispute, While we appreciate 
that it may be difficult to avoid a complicated tax 
structure in a modern industrial state, we nevertheless 
believe a determined effort should be made to simplify 
the operation of the tax system as much as possible. 
The simpler the taxation system, the easier it will be 
for individuals and business to make decisions without 
undue emphasis being placed on the tax consequences, 

It will aiso be easier to collect taxes on an economical 
basis. 

15. The complications resulting from the 
kon of the Canadian Income Tax Act are frequently 
referred to as providing considerable employment to the 
legal and accounting professions. 

A more Equitable Distribution of Taxes 

| 16. In the relatively brief time available tc 
us to examine the Canadian tax structure we have been 
impressed by the lack of incentive planning in the tax 
structure, along with the degree of discrimination that 
exists against certain segments of the productive 
population. Examples of inequities are to be found in 
the various forms of double taxation as income is 
funnelled through corporate channels to the investor. 
Another much discussed and little understood example of 
inequitable distribution of the tax load is that of the 


agreement among a community of individuals, trading 
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amongst each other, to reduce their net incomes (and, 
therefore, their taxable incomes) through the exchanges 
of goods and services at prices below the then current 
market prices. Examples of the ras organization of 
such groups or communities trading among themselves are 
the phenomena known in Canada as co-operatives or credit 
unions. Quite apart from whether or not these organ- 
izations qualify under the Income Tax Act as taxable 
or tax-exempt (and it has been widely thought that 
eo-operatives are not paiemae whereas in fact most of 
them are taxable), the fact is that such organizations, 
by expressly reducing their taxable incomes and thereby 
failing to contribute their fair share of the tax 
load, illustrate another weakness in the fabric of our 
income tax structure, 

17. It is our belief that a modest reduction 
in the higher marginal rates of personal taxation 
would be a constructive move and would increase personal 
incentive and initiative and would at the same time 
have an almost negligible effect on the revenue of the 
government. While of course there are always many 
exceptions, generally speaking we believe that such high 
| marginal rates of personal taxation tend to stifle 
incentive for hard work and ideas. We question, for 
example, whether it is right and just for an individual 
taxpayer to be taxed at a higher rate than the largest 
Canadian corporations. The highest marginal rates of 
personal tax (which rise to as high as 80 per cent at 
the top level) contribute little in relation to the total 


personal tax dollars collected. If, for instance, the 
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highest rates of personal tax were limited to 50 per 
cent (assuming all other rates were to remain as at 
present), the total loss of revenue to the government 
would be in the neighbourhood of around $10,000,000, or 
substantially less than one per cent of the total 
personal tax collected, All present trends point to 
increased political demands on government at all levels 
to increase public spending for such collective goals 
as counter-cyclical fiscal policy, education and social 
welfare, It is obvious that an excessively high rate 
of income tax tends to decrease the euenasiade of a 
high income earner for hard work. The productivity 
of such a high income earner tends, as a result, to 
decline as income rises, 

18. In view of Canada's position, balanced 
between two hugh economic blocks, it is our opinion that 
it is more important than ever before to encourage and 
foster within the country individuals having a high 
degree of ability and ~ assure that their financial 
rewards will be greater than is currently the case. 

This is especially true in certain lines of endeavour, 
such as the professions and some segments of the service 
industries, where any material amount of compensation 
except through salary is essentially impossible, 

Use of Indirect Taxation 

19. We are of the opinion that serious 
consideration should be given to broadening the tax base, 
Pe the year 1959, of the approximately 4,200, 000 
personal income taxpayers in Canada, ep roRee ty 


4,000,000 -- or over 95 per cent -- paid less than the 
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average rate that would have had to be levied against 
all taxable personal income in order to have collected 
the same amount of revenue. Such average rate of tax 
was approximately 17s per cent on taxable personal income 
assessed, The approximately 200,000 taxpayers (less 
than 5 per cent of the total) who paid more than such 
average rates provided (for the year 1959) over 
$500,000,000 out of the total from all taxpayers of 
approximately. $1,600, 000, 000. In other words, less 
than 5 per cent of the taxpayers were required to pay 
more than 30 per cent of the total personal income 
bax collected in order that more than 95 per cent of 
personal income taxpayers could pay less than the 
average rate of tax (see Exhibit D). 

20. If the revenues of the government are 
to be increased substantially, other than through 
increased receipts as a result of economic expansion, 
and without hampering the means by which growth is 
attained, then it is our belief that this will have to 
be carried out by broadening the tax base. One of the 
most practical methods of broadening the tax base is 
through a greater use of indirect taxation and we 
believe this approach deserves special investigation. 

21. A higher sales tax ard/or a sales 
luxury tax on all goods and services might be implemented 
to the end that both corporate income taxes and personal 
income taxes might be greatly reduced. It is our 
suggestion that such a sales tax would be easier and 
less costly to collect than the present system of 


income tax, due to being based on the act of a sale 
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which is easily established. Further, a high sales 

tax concept would tend to encourage personal saving 
which would be available for investment in the develop- 
ment of Canada. Under the present personal income tax 
concept, personal savings are taxed. 

22. With regard to the broadening of the tax 
base, we have also been impressed by the fact that many 
individuais and groups receive the fruits and benefits 
of Canadian expenditures, but do not pay their full 
share for these benefits, although they are well able 
to do so. For example, it appears to us that the 
present income tax structure is in many ways inadequately 
related to the important and financial power of 
institutional, mutual and other similar corporate 
entities, together with co-operative entities mentioned 
earlier, and such corporations may not at this time be 
pearing a fair proportion of the tax burden. In view of 
this possible loss of revenue to the government,which 
results in an added tax burden for other taxpayers, 
we believe a thorough study should be made of the special 
tax considerations currently enjoyed by certain corporate 
entities. 


To Encourage Economic Acitivity Through the Use 
of Tax Incentives 


23. Although all taxation is punitive and 
acts as a disincentive, nevertheless by varying the 
emphasis of the tax burden, economic activity and human 
endeavour can be encouraged to flow in certain directions 
considered to be desirable. This function of the 


taxation system in influencing economic objectives by 


a Ad 5 id 
: 7 


f oe eee) 
we a my 
0 pth he 
eu ee 
re a 
OA 
iy : 
ee yw — 


' a ’ a 
Ls j 
Bet ad 


antvse Lsnoeteq szsitv0ons of bast bluow dqsoao0o xsd 


-qofeveb edd at daemdeoeval tot eidsitsvs sd Blyow doltdn | 


‘o xed emoont Lsnoeteq teroaetq edd tebe  .sbsnsd to vam 


.bexsid 918 egnaivse Isnoateg ,tqeornos 


xst edt to gataebsortd et oF bisgen ddrw.Ss 
vasm dad? vost sdd yd beaesiqmt moeed oats eved ow ,Sasd 
editened bas eiisxt odd evieoet aquoxg bas alsubivibat 


‘Ifut sted? ysq Jon ob Jud ,aenndilbasgqxs asibsisd To 


elds Ifew evs yedd dguoddis .atitensd esedd tot exsda 


edd dsedd ev ot exseqqs vk .olqusxs tof oa ob oF 
eleveupebsnt eyew ynsm mt at smytoutds xed swoont tneeet 
to towoq Islonsalt bas tastroqmt sid ov bedslox 

sietogtoo iwiimie wento bas Isuvum Lanoliutkt ent 
benoliaem eelitine syitsredo-oo fidiw verntvegod ,astitine 


ed omtid etdd ds tom yan enotistogtos dove bas . teki1ss 


to weiv al .aeburd xsd edd to mnottsogotq wisi s gnitsesd 
dollw  daomrrevos ent of suaevex to seol sidilesoq eld 
| arsysquss sedto stot mebird xsd bobbs ns al adlveor 
Irstooqe edt to shew od bilworle “bude dguotodt s svetied sw 
esistogitos arsties yd beyotas yitasrsys enolisireblLenoo xsd 


~esivivas 


eeu sdd Nguoi? yviwivtoA olLmomood egs%voond of | 


| eevitinesonl xsT to 

bas evitiauq ef mottsxsd [fs riguonddlAa “eS 

ed? gniyisv yd sasisAvusven pal sakoutete & 8S Bdos 
| remcucl bak Mbt ton ofmonoos ,asbiud xsd edt to atesdiqns 


anotdvoexts atstves at wolt ot begsivoonms sd aso wwovsebme 


edd to notionaut akdt ,slidextesb sd of bersbtanoo | 


yd esvitoetdo ofmonoos gatoneulin£t at metvaye sotisxsd 


ie i" et : Vi > q € 

ya ck ae 
f 9 , AN es \ 

‘ Pt { . L . Pi +o i 2 4 

; et. P| y 
ork otowe 
; WW 4 1 
“ae ‘ va 


; aa | ney 
eeise duid s .1eritwi .bedatidstes yilese alt dotdw | 


> 
ees 


Nethercut & Young A, 695 


Terente, Ontario -N- 


providing direction is one which we believe requires 
much study. In the consideration of Canada's current 
and potential problems several areas are indicated 

where activity and effort might well be encouraged 
through a positive use of the tax structure to achieve 
and encourage a strong sense of direction. Particularly 
is there a need to increase Canadian exports, especially 
those of manufactured or semi-manufactured goods, and 

to encourage their distribution throughout a greater 
number of trading areas. Also of imminent concern 

is the need to provide for the employment of a labour 
force that is expanding at a rate considerably in 

excess of that at which it can be absorbed by existing 
industry. Neither of the above mentioned problems lend 
themselves to any easy solution but both requires 
immediate attention. In our opinion, one method of 
applying the incentive necessary to encourage activity 
to move in the direction in which these problems can 

be solved, or at least alleviated, is through allowing 
industry to charge depreciation in excess of 100 per 
cent under certain conditions. An incentive of fairly 
large proportions must be granted to industry to assure 
that movement in the desired direction actually will take 
place. We commend the thinking that under certain 
conditions industry might be permitted to charge 
depreciation of as much as 150 per cent to 200 per cent 
on certain of their assets. In connection with the 
matter of depreciation, it is interesting to note that 
Canada continues to use the more complicated reducing 


balance method of depreciation, while Great Britain has 
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reverted to the simpler straight line method. This we 
believe to be another area, which requires study. 
Comparison of Canada's Tax System to Other Countries 

eh, A number of countries, such as hei re eae 
New Zealand, South Africa and the Scandinavian Souueeeeet 
to mention a few, have many of the same basic problems 
that affect Canada at the present time. In some of 
these countries, as in Canada, exports of a small number 
of primary natural resource commodities are extremely 
important from the point of view of over-all national 
prosperity. We believe that consideration should be 
given to the way in which these countries have adapted 
and oriented their tax structure in order to suit 
conditions which bear a high degree of similarity to 
conditions in Canada, These tax structures should 
also be examined to find out if and what tax incentives 
are provided to encourage the formation of a strong and 
prosperous secondary industry, Other countries, such 
as Sweden, are popularly known as "welfare states" and 
some examination should be made as to the financing of 
these welfare benefits. We have noted with interest that 
the Swedish government appears to be giving increased 
recognition to the need to broaden the tax base by the 
recent increase in their national retail sales tax, 
Mention has already been made herein of the desirability 
of broadening the tax base in Canada, 
Tax Problems Related to Corporate Surplus 

25, Problems relating to corporate taxation 
are in many respects more difficult of satisfactory 


solution than those relating to personal taxation. one 
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of the major corporate tax problems existing today 
concerns the handling of the various types of corporate 
surplus for taxation purposes. We understand that a 
great deal of consideration has been given to this 
problem by the Department of Finance in Ottawa, While 
Section 95 and later Section 105 of the Income Tax Act 
gave some initial relief and encouraged surplus 
distribution, these sections are unfortunately now 
relatively cumbersome and ime mteek sand This has resulted 
in what we consider to be a wasteful expenditure of 
time and energy in legal manoeuvres to avoid the current 
restrictions governing corporate surpluses, We do not 
wish to suggest that we have any solution for this highly 
complex problem but we do believe that it might be 
fruitful to pursue thinking which would result in a 
pasic corporate tax at a fixed rate with a further flat 
tax being made at the corporate level on all distribut- 
ions to shareholders, such distributions then being 
tax free in the hands of the shareholder. We have not 
been Pe to Feats such a proposal through to its 
logical conclusion in order to assess all the effects 
that it would have throughout the economic system. 
However, it is our understanding that this type of tax 
is used in a number of countries and the results of its 
practical operation should be worthy of study. 
The Effects of Double Taxation 

26. The dividend tax credit is a most forward 
and progressive piece of fiscal thinking on the part of 
government. This legislation was originally passed for 


the purpose of relieving the effects of double taxation 
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on the corporate dollar paid out in the form of dividends 
to shareholders. In 1953, when this dividend tax 
eredit was increased to its present level of 20 per 
cent, it was also stated that an additional purpose 
was to encourage Ree a ae pee in Canadian equities). 

27, While the dividend tax credit has gone 
a long way in relieving the effect of taxing twice the 
game corporate dollar paid out in dividends, the relief 
has nonetheless not been completed and it should be 
recognized that many shareholders continue to carry 
more than their fair share of the tax burden. 

The Taxation Effect. on Financing. 

28, The use of the dividend tax credit has 
been successful in encouraging Canadians to invest in 
Canadian equities as opposed to investing in foreign 

equities. However, such tax credit has had little 
apparent effect on encouraging corporations to finance 
through the issue of equity rather than debt securities, 
and if this is to be accomplished it would seem that 
some incentive will have to be given at the corporate 
level as well as to the shareholder. 


Differentiation Between Income and Capital Gains 


29. Undoubtedly in any full study of the 
existing Canadian tax structure the question of the 
advisability of instituting a capital gains tax will 
arise. We have attempted to keep an open mind on this 
matter of the taxation of capital gains. Such a tax has 
been in operation in the United States for some years 
and currently a speculative gains tax is being considered 


in Great Britain. At the present time in Canada both 
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the operations of business and of individuals are 
frequently made more difficult in that there are 
circumstances under which it is difficult to determine 
whether such operations are in the area of income or in 
that relating to capital gains. We realize that the 
differentiation between these two areas is frequently 
exceedingly difficult but a more precise definition of 
each would undoubtedly be of great assistance, We have 
found no support for a capital gains tax as it exists 
in the United States, nor do we support such a tax 
ourselves, Taxation of capital gains causes at times 
severe market dislocations, as individuals and corp- 
ovations sell for the purpose of establishing capital 
losses to apply against capital profits. Such artificia 
"aprents on the market are not in the public interest, 
Furthermore, such a tax has the disadvantage of having 
a high cost of calculation and collection. The 
requirement of the Canadian economy for continuing and 
substantial growth in which eve increasing quantities 
of equity capital is essential indicates that any 
capital gains tax would be inadvisable and not in the 
best interests of Canada, 
Advance Tax Rulings 
30. In conjunction with the problem of 
differentiating between capital gains and income, as well 
as in connection with such other problems as those 
relating to corporate surpluses, we believe thorough 
study should be given to enabling a taxpayer to obtain 
a tax ruling prior tc completion of a transaction. This 


is common practice in the United States and the adoption 
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of such a policy in Canada would contribute greatly 
to the elimination of much of the present confusion 
involved in many business transactions. 


The Elimination of Tax Disadvantages in Development 
of Canada's Natural Resources 


31. The unfavourable position of individuals 
in Canada who are engaged in the exploration for oil and 
gas natural resources in Canada, compared to the 
position of individuals in the United States operating 
in Canada, is well known and it is believed that 
numerous submissions have been made to the Department of 
Finance and Income Tax Department relating to this 
unfavourable treatment. In effect the United States 
tax laws permit an individual to write off, against 
other taxable income, losses incurred in the development 
of such natural resources. The Canadian tax law 
does not permit the Canadian individual this type of 
write-off and it may well be due to this reason that suc 
a high percentage of such Canadian natural resources are 
foreign controlled. While we do not agree or disagree 
with these laws as they are applied in the United States, 
the effect of the Canadian law has not been beneficial 
to Canada, and in fact we believe it to have beer 
harmful. 


Revision of the Tax System for the Orderly 
Growth of the Economy 


32. Perhaps one of the most ana treasine of 
all the features that can be attributed to the present 
tax structure is that in a period when the need for 
fiseal controls as an aid in regulating the economy is 


pronounced, the use of our tax structure as a fiscal 
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agent seems to be impractical from a political point of 
view. Governments have been prepared to raise taxes in 
boom years as a brake against inflationary pressures, 
but have been less prepared to lower taxes during period 
of reduced economic activity. It seems likely that 
because of its lack of political popularity, such a 
fiscal weapon, effective as it might prove, will rarely 
ever be used properly or quickly enough, whether for 
the purpose of stimulation or suppression. The 
extensive use of indirect taxation would permit rapid 
controllabie changes in our taxation system. 

33. It has been our intention throughout 
this brief to point out numerous areas where we believe 
the current tax structure is hindering rather than 
promoting economic growth, and at the same time 
minimizing rather than maximizing government revenues. 
It has been impossible for us to ascertain in such a 
brief study where the solution to these problems lies. 
However, we do believe it essential that the tax 
structure be more closely linked with a national sense 
of direction and priorities. Thus we contend that an 
effort must be made to find a positive approach to 
taxation that will accomplish far more than the negative 
approach which currently is employed. 

34, In order that many of our suggestions may 
be carried out, a sweeping revision of the present Income 
Tax Act will be required. We appreciate that many 
problems will be created in accomplishing this, such as 
the time and expense in examining our Income Tax Act 


in its entirety, and the possible nullification of many 
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established legal decisions. Nevertheless, in 
consideration of the impact taxes have on Canada's 
economy, it appears essential that competent personnal 
should carefully study, and recommend revision ee our 
tax laws so as to assist in the continued development of 
Canada. 
Conclusions’ and Recommendations 
35. <Any review of the tax structure of a 
complex industrialized society requires a detailed 
appreciation of the impact that taxes have on the 
economy; on long term economic development; and even 
on the formation of social attitudes and national out- 
look, In the time available for the preparation of 
this brief it has been impossible to approach the 
subject of taxation in the detail and — which is 
needed, and which in our opinion is urgently required. 
Therefore, we have tended to confine our study of 
taxation in Canada to those areas where we feel a. 
revision of the existing tax structure would be of 
greatest benefit to all Canadians and to express our 
conelusions in relatively general terms. 
Lis In general, we have concluded as follows: 
paras. 
4, Greatly increased government spending 1 to 6 
imel. 
in recent years has necessitated greatly 
increased taxation. The political 
inclination for increased government 
spending seems likely to continue. We 
question whether the income tax path 
and our income tax structure is the 


pest available means of meeting such 
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continuing need for increased revenues, 
Paras. 
ii. There are twelve specific areas (06o 49 
LCs. 


that we feel merit intensive study. In 


addition , the reports of other studies 
merit consideration. 

iii. Changes in conditions, particularly 
Canada's position in the world economy, 
raise the question as to whether a 
revised tax structure would not better 
suit Canada's economic needs, 

iv. The simplification of the tax systen, 
if possible, would be very desirable. 

v. inequities in the tax load suggest 
that the present income tax pattern is 
less than satisfactory and discourages 
incentive. 

vi. Indirect taxation should receive 
consideration as an alternative or 
partial alternative to income tax. 
vii. An incentive method of applying 
whatever taxation is necessary should 
receive more attention. 

viii, Tax systems of other countries 
should be studied with a view to 
obtaining ideas for use in Canada. 
ix. Tax on corporate surplus should be 
revised to prevent present inequities and 
unnecessary corporate manoeuvres, 


x, The 20 per cent tax credit has 


considerable merit but the further 


Paras. 
1a Ge owls 
ancl. 


Paras. 
14 & 15 


Paras. 
Iokte ta 
aye 2. 


Paras. 
19 to 22 
TNCs 


Para, 


25 


Para, 


24 


Para, 
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reduction of double taxation in its Paras, 
26 & 27 

various forms should be studied, 

xi. Use of the dividend tax credit Para, 
28 


has provided little stimulus to corporate 
equity financing. 
xii. The requirement of the Canadian 


economy for continuing and substantial 


Para, 
growth in which ever increasing 29. 
quantities of equity capital is essen- 
tial indicates that any capital gains 
tax would be inadvisable and not in 
the best interests of Canada, Para, 
xiii. The advantages of enabling a a 
taxpayer to obtain a tax ruling prior 
to a transaction merit thorough study. 
xiv. Canadians are still at a dis- 
advantage, compared to U.S. citizens Para, 
and corporations, in respect to the + 
development of their own oil and gas 
natural resources, 
xv. The use of the present tax 
structure as a fiscal control in the Paras. 

32 to 34 

orderly growth of the economy has not ined. 


been properly utilized. In this and 

other respects taxes must be more 

clearly linked to a national sense of 

direction. 

Specifically we recommend the following: 

1¢ In order to encourage a more rapid and sound 


development of the Canadian economy and to make 
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more certain of its ability to absorb a rapidly 
inereasing work forée, we recommend the formation 
of a Select Committee to study and assess the 
entire tax structure of Canada with the objective 
of devising an improved taxation system better 
able to meet Canada's economic needs. 

ii, We further recommend that before holding 
public hearings such Select Committee should 
carry out its initial deliberations on a 
confidential basis at the highest level in order 
to arrive at some definite conclusions under 
objective conditions. 

iii. Furthermore, such Select Committee should 
be composed of highly qualified individuals 
having a broad working knowledge of the present 
tax structure with most emphasis being placed 

on its practical operation in business and in 

the economy as opposed to its legal and account 
operation. Such a committee should be composed 
primarily of representatives of Business form 
members of The Canadian Chamber of Commerce and 
Boards of Trade, representatives of Finance 

from members of The Investment Dealers' Association 
of Canada and The Canadian Bankers! Association, 
practical economists, and representatives of the 
Canadian Tax Foundation, and secondarily of 


members of the Legal and Accounting professions. 
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EXHIBIT B 


A few of the many comments by prominent Canadians 
on the Tax Structure 


The high levels of taxation and the discouragement 
of incentive through the incidence of taxation impede 
the accumulation of risk-taking capital which will be 
necessary for our future growth. 

Neil J. McKinnon, 
Presiden vy 

Canadian Imoerial Bank of 
Commerce, 

December 12, 1961. 

There is, however, one aspect of our cost 
structure which will remain to plague us in spite of any 
progress we may make in our efforts to increase the 
efficiency of industry: 1 refer. to our dis-incentive 
tax structure. 

The burden of taxation lies not only in its . 
absolute level, or even in its level relative to other 
countries, but in distortions induced by the uneven 
incidence of taxation. Greater incentive, and a 
greater national product, require a reform of our 
personal income tax, our corporate income tax, and our 
whole system of sales and excise taxes, with incentive 
as one, though by no means of course the only, object 
in view, 

W. Earle McLaughlin, 

president, 

The Royal Bank of Canada, 

January 11, 1962. 
Counting all forms of taxes and exemptions, there 


is no question that the burden of taxation in Canada for 


the technical, professional and supervisory groups is 
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far more onerous than elsewhere on this continent. 
It is little wonder, therefore, that we continue to 
lose thousands of our best trained Canadian men and 
women to the United States and elsewhere, and are left 
with more and more untrained unemployables to look after, 
Unless there is more incentive for educated Canadians to 
stay here and for skilled outsiders to come to Canada 
and remain, it will be very difficult for us to have a 
buoyant and expanding economy. We shall lose the very 
people who could and would make Canada great, I suggest 
that this incentive should be provided by reducing our 
present tax loans so that they are definitely more 
favourable than elsewhere on this continent, and when 
we have done that we should live within our means. 
This, of course, implies that we should give much 
careful study and consideration to our present heavy 
purden of welfare costs and subsidies before increasing 
present commitments or embarking on newW progreis, as 
desirable as many of them seem to be, 
E.G. Burton, 
Chairman and President, 
Simpsons, Limited 
April 25, 1962. 

Not only is there a need to restrain further 
increases in the already heavy tax burden, but a complete 
overhaul of our taxing systems is long overdue and I 
feel that this hould be undertaken without delay. 

V.W. Scully, 
president, 


The Steel Company of Canada 
April 16, 1962. 
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Extract from The Financial Post, May 5, 1962. 
NATION'S BUSINESS 
Why Do They Avoid Issues that Count 


To judge by the droves and herds of pollsters, 


admen, image-makers and assorted pseudo-scientific expertis 
running the campaigns of all political parties, we are 
entering the final stages of the most researched and 
systematically organized general election in this 
country's history. 

But it is remarkable, indeed, when the vast majorit 
of adult Canadians have just filed tax returns that not 
a single politican has excoriated Canada's iniquitous 
and hare-brained tax structure, and that there is no 
significant public discussion of our vicious and 
punitive tax rates. 

All major contenders for this country's highest 
offices have made national growth the central theme of 
their platforms -- yet all ignore the fact that the tax 
burden in Canada is one of the heaviest in the world. 
This is a preposterous state of affairs in a still- 
maturing nation and in one of the nations where 
individuals making their own decisions and left with 
their own money to invest in their plans and in their 
dreams can make for the greatest national growth, 

Soak-the-rich taxation is no sensible basis for 
running the Canadian economy. We have slow national 
growth because we lack a high rate of capital investment. 
Yet very few can save when excessive tax rates leave 
little incentive and who will invest when worthwhile 


rewards are absent? 
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The old-time philosophical justification for 
violently progressive taxation is now greatly weakened. 
Three decades of punitive levies have scaled down old 
inherited fortunes and hastened the great sell-out of 
Canadian companies to foreign control. Few are without 
ears, bowie still without Tv sets and fewer still 
without adequate food. 

It is now the high earners who are being soaked -- 
precisely those Canadians who possess initiative, 
accomplishment and enterprise; che wonte of our society. 
Indeed, taxation has so reached down, and inflation has 
so pushed up incomes that an important portion of the 
nation's resources of intelligence is spent devising 
schemes to minimize taxes, schemes that make no 
contribution to the productiveness of the economy. 

What our tax system should do is unleash 
existing talent in Canada and attract new talent of 
all kinds. It should not punish enterprise. It should 
reward energy and innovation. 

If Canada is to prosper as an independent nation 
and if we are to retain the panere ve of indiviudal 
initiative, then our leaders must find the politica] 
courage and the economic sophistication necessary to 
overhaul our whole approach to taxation and to have 
the courage to talk this in their campaign speeches. 

Their present preoccupation with political 
gimmicks and giveaways will only lead to further economi 
Slowdown and to the further weakening of that great 
eentral body of responsible Canadians which gives 


character to this nation. 
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